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BY THE COMPTROLLER GENERAL

Report To The Joint Committee On Taxation

OF THE UNITED STATES

Changes To Appeals Process Could
Improve Settlements And Increase
Taxpayers’ Satisfaction

Individual taxpayers are generally satisfied
with their settlements and treatment by
Appeals’ personnel. Appeals’ settlements,
however, may not be as uniform and con-
sistent as possible. Factors such as Appeals
office location and whether the taxpayer
petitioned the Tax Court have an effect on
the rate of tax and penalty reduction. GAO
points out the need to improve the effec-
tiveness of Appeals’ management control
system and also makes suggestions which
should lead to more uniform and consistent
settlements.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20548

B-206894

The Honorable Robert J. Dole
Chairman, Joint Committee on
Taxation N

The Honorable Dan Rostenkowski

Vice Chairman, Joint Committee
on Taxation

Congress of the United States

This report, in response to your committee's request,
discusses the need for modifications in the Internal Revenue
Service's (IRS) administrative appeals process for resolving
taxpayer disputes. The report points out steps IRS can take
to help assure settlements are as uniform and consistent as
possible. It also shows that taxpayers were generally satis-
fied with their treatment by the Appeals Division, except for
the time it took to settle their cases.

-

As arranged with your committee, we are sending copies of
this report to other congressional committees; the Director,
Office of Management and Budget; the Secretary of the Treasury;
the Commissioner of Internal Revenue; and other interested

parties.

Comptroller General
of the United States
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COMPTROLLER GENERAL'S REPORT CHANGES TO APPEALS PROCESS COULD
TO THE JOINT COMMITTEE ON IMPROVE SETTLEMENTS AND INCREASE

TAXATION ' TAXPAYERS' SATISFACTION
CONGRESS OF THE UNITED STATES

— —— — p—— —— o——

The Internal Revenue Service (IRS) could improve
settlement of cases in the Appeals Division and
increase taxpayer satisfaction with its handling
of cases by

--gtrengthening management controls that identify
problems with settlements (see pp. 17 to 43)
and

--reducing the time it takes to handle such
cases (see pp. 53 and 54).

The Joint Committee on Taxation asked GAO to
examine IRS' appeals process for resolving
disputes with taxpayers who disagree with the
results of their audits. GAO also obtained
information (1) from taxpayers on their experi-
ences with the appeals process and (2) on pro-
posed legislation to help safeguard taxpayers'
rights and insure impartial treatment by IRS.

GAO's statistical analysis of 577 closed cases
showed that taxpayers stand an excellent chance
of having their proposed audit adjustments re-
duced when they appeal their cases. Actually,
84 percent of the adjustments proposed by exam-
iners were subsequently reduced or eliminated
by IRS. (See pp. 7 to 12.)

UNIFORMITY AND CONSISTENCY OF
APPEALS SETTLEMENTS QUESTIONABLE

The Appeals Division has the responsibility of
seeing that cases involving similar circum-
stances are settled as uniformly and consist-
ently as possible throughout the Nation. There
i% little assurance, however, that this is hap-
pening.

GAO identified several factors which Appeals
considered in settling cases. The effect these
factors had on settlements varied substantially
by the location of the Appeals office and whether
the taxpayer petitioned the Tax Court. In a uni-
form and consistent appeals atmosphere, such var-
iations should be at a minimum. (See pp. 9 to
12.)
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SUPERVISORY AND MANAGEMENT
CONTROLS ARE NOT ADEQUATE

To help achieve the objective of uniformity and
consistency, Appeals has designed a management
control system which is comprised of three major
components: (1) supervisory case reviews, (2)
regional post reviews, and (3) nationwide spe-
cial issue post reviews. However, the individ-
ual components of the system were not meeting
their objectives. The deficiencies GAO noted in
the reviews reduced the system's effectiveness
in insuring uniform and consistent settlements.

Supervisory case reviews

Supervisory case reviews by Appeals supervisors
are a key means of monitoring decisions because
the review is to take place before the case is
closed and, thus, allows deficiencies to be more
easily corrected. GAO found, however, that the
effectiveness of many of these reviews was lim-
ited, because:

--Most reviews were not made until after an ini-
tial settlement was proposed by the appeals
officer. (See p. 19.)

--Reviews were not performed in sufficient depth
and not adequately documented. (See pp. 20
and 21.)

--Supervisors were providing appeals officers
with only limited feedback. (See pp. 23 to
24.)

Regional post reviews

Post reviews can be a valuable element of man-
agement control. Specifically, they can be the
mechanism that compares completed results against
established standards. GAO found, however, that
regional post reviews are not a useful control
tool because review standards are too vague and
inconsistently applied. Consequently the results
lack uniformity and cannot be meaningfully ana-
lyzed. (See pp. 27 to 41.)

A test of the effectiveness of regional post
reviews illustrates this problem. GAO asked
24 supervisors and officers experienced in re-
viewing Appeals settlements to review and com-
ment on 10 test cases as they would during a
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normal post review. Although some inconsist-
ency is to be expected when human judgment is
involved, the variation in reviewers' comments
on the test cases showed substantial disagree-
ment over technical and case management aspects
of settlement decisions. Many of the differ-
ences occurred because IRS review guidance was
too vague to be consistently interpreted or ap-
plied.

Nationwide special issue post reviews

The nationwide post review evaluates the uni-
formity and consistency of Appeals cases in-
volving special issues selected by the IRS na-
tional office. The usefulness of this review
as a control mechanism is limited, however, be-
cause the documentation supporting the appeals
officer's decision is frequently insufficient
~ for reviewers to properly evaluate the actions
taken on the case. In addition, there is no
assurance that feedback on review results is
given to branch office managers and discussed
with appeals officers. (See pp. 41 to 43.)

TAXPAYERS ARE GENERALLY SATISFIED
WITH THE RESULTS OF THEIR APPEAL

GAO surveyed individual taxpayers about their
perceptions of the administrative appeals proc-
ess. Although the respondents indicated that
they were generally satisfied with their treat-
ment by Appeals, many were dissatisfied with the
amount of time required to settle their cases.
(See pp. 49 to 54.)

IRS is implementing a nationwide work planning
and control system and making changes to the
Examination Division's automated management in-
formation system. These changes should assist
in preventing processing delays.

Responses to GAO's questionnaire also showed
that the majority of taxpayers d4id not have
an accountant or attorney representing them.
Half of them did not have representation be-
cause they felt they could deal with IRS them-
selves. GAO's study did not show that repre-
sentation influenced the settlements made at
Appeals.
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Twenty-two percent of the taxpayers responding

to GAO's questionnaire cited the continued cost |
of appealing their cases as the reason which ﬁ
best described why they decided to settle with |
Appeals. The cost of taking the case to court
may therefore have caused some taxpayers tofac-

cept a settlement they did not agree with.

The Congress has been concerned about taxpay- v
ers' ability to afford the cost of resolving

disputes. Both Houses of Congress have re-

cently passed bills which deal with this

matter and conferees have been appointed to

resolve the differences. As of July 16, 1982,

however, this legislation had not been reported

out of the Conference Committee. (See pp. 47

and 48.)

AGENCY COMMENTS

IRS, in commenting on a draft of this report,
generally agreed with GAO's proposals for im-
proving management controls over the Appeals
process. (See app. I.)

IRS commented that its procedures have been or
are in the process of being revised. These
revisions include:

--Increased guidance on conducting comprehen-
sive supervisory reviews. (See pp. 25 and
26.)

--Improved procedures for performing and re-
cording the results of regional reviews.

--A systematic approach to providing feedback
on the results of reviews. (See pp. 45 and
46.)

IRS agreed with GAO's proposal that Appeals
supervisors be required to document their eval-
uations of cases and revised its instructions.
GAO, however, does not believe that the revision
adequately changed the supervisory case documen-
tation requirement. GAO remains convinced that
such documentation is necessary in order for IRS
to properly assess how well supervisors are re-
viewing the work of appeals officers.
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RECOMMENDATION TO THE COMMISSIONER
OF INTERNAL REVENUE

The Commissioner should require Appeals super-
visors to document their case assessments.
(See p. 26.)
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" CHAPTER 1

INTRODUCTION

The Joint Committee on Taxation asked us to examine the
Internal Revenue Service's (IRS) appeals process for resolving
disputes with taxpayers who disagree with the results of their
audits. .

Our primary objective was to identify areas needing im-
provement. We identified these areas by determining whether:

-~IRS' procedures, practices, and controls were adequate
to insure consistent handling of disputed cases.

~-~-Taxpayers felt they were treated fairly by the appeals
process.

As discussed in chapter 2 of this report, we found that a
taxpayer's chance of reducing the amount of taxes and penalties
on appeal may not be as uniform and consistent as possible. This
is because other influences, such as Appeals office location and
whether or not the taxpayer petitioned the Tax Court, have an ef-
fect on the rate of tax and penalty reduction.

Chapters 3 and 4 point out the need to improve components
of the Appeals management control system. These components are
supervisory case reviews, regional post reviews, and nationwide
special issue post reviews.

THE APPEALS PROCESS

An IRS audit can either result in a recommendation by the
examiner that the return be accepted as filed or that an adjust-
ment be made to the reported tax liability. A proposed adjust-
ment may be in favor of either the Government or the taxpayer.
Taxpayers wishing to contest the proposed adjustment can choose
from various administrative and judicial procedures to resolve
the dispute. Although IRS encourages taxpayers to resolve tax
disputes through the administrative appeals system rather than
through litigation, taxpayers are free to bypass the administra-
tive appeals process and invoke judicial proceedings to resolve
the case.

Administrative procedures

IRS' Appeals Division is responsible for settling disputed
audits administratively. The mission of the Appeals Division
is to resolve tax controversies without litigation on a basis
which is fair and impartial to both the Government and the tax-
payer and in a manner that will enhance voluntary compliance
and public confidence in the integrity and efficiency of IRS.




Appeals activities are carried out by the national office in
Washington, 7 regional offices, and 37 branch offices. In fis-
cal year 1980, Appeals received over 53,000 cases of disputed
audits totaling $4.6 billion in proposed additional taxes and
penalties. During the same period, Appeals disposed of nearly
50,000 cases, obtaining agreements on about 79 percent of them.

Cases considered by Appeals fall into two categories: non-
docketed and docketed. Nondocketed cases are those in which the
taxpayer protests a proposed action by IRS and requests a con-
ference with Appeals. Docketed cases are those in which the
taxpayer has filed a petition with the U.S. Tax Court. In fis-
cal year 1980, 79 percent of the cases Appeals received were
nondocketed and 21 percent were docketed.

When Appeals receives a case it is assigned to an appeals
officer who reviews it and contacts the taxpayer to arrange a
conference. The appeals officer examines the records for each
case, defines the taxpayer's and the examiner's positions, and
determines the facts and the issues. The appeals officer also
decides whether additional information or legal analysis is
required and, where appropriate, advises the taxpayer of these
decisions prior to the initial conference so that the discussions
will be more meaningful.

During the conference with the taxpayer or the taxpayer's
representative, the appeals officer's role is to hold the discus-
sion with an open and receptive mind, to find a fair and reason-
able basis for resolving disputes, and to achieve uniform and
consistent treatment of cases involving similar circumstances.
Sometimes issues are conceded in full by one party or the other;
at other times cases are resolved by both parties making conces-
sions. However, if a settlement is not reached, the appeals of-
ficer must clearly and fully explain the reason for his position
and the further procedural rights open to the taxpayer.

At the conclusion of each case, the appeals cfficer prepares
a supporting statement to explain how the case was handled. This
statement usually discusses the issues raised; pertinent facts;
applicable IRS and statutory regulations and rulings; the rela-
tive merits of each side; and recommendations, which include pro-
posals for settlement if an agreement with the taxpayer has been
reached. If agreement is not reached with the taxpayer on a case
involving a proposed tax deficiency, a notice of deficiency is
issued which provides the taxpayer 90 days to file a petition
with the Tax Court.

Appeals' role in the settlement process increased in impor-
tance due to procedural changes made by IRS. On October 2, 1978,
IRS eliminated the Examination Division's administrative confer-
ences which formerly were used to settle many disputed audits.
These district conferences accounted for about 32,000 settlements




in fiscal year 1978. Most of the cases that formerly would have
been handled in these conferences now flow directly to the Ap-
peals Division.

Another significant procedural change, which became effec-
tive July 1, 1978, gave Appeals sole settlement jurisdiction for
at least 4 months over every case docketed for trial in the Tax
Court except when Appeals has issued the notice of deficiency.
Prior to this change, Appeals exercised joint settlement au-
thority over such cases with the Office of Chief Counsel, IRS'
principal legal advisor. As a result of the change, once a case
leaves Appeals and is received by the Office of Chief Counsel,
emphasis is to be placed on preparing the case for trial in the
Tax Court, rather than on settling it. Thus, the Appeals Divi-
sion now has the primary responsibility for administratively re-
solving disputed cases.

Judicial procedures

At any stage of the appeals procedure, the taxpayer can
elect to bypass further administrative efforts and have the dis-
puted case docketed for trial in either a district court, the
Court of Claims, or the Tax Court. If a proposed tax adjustment
has been paid, the taxpayer may file suit for a refund with ei-
ther ardistrict court or the Court of Claims. The Office of
Chief Counsel then sends a written recommendation in support of
either settlement or trial to the Department of Justice, which
handles further processing of the case.

However, if a taxpayer does not agree to a settlement in the
Appeals Division and does not wish to pay the proposed deficiency
in advance, he or she can proceed to the Tax Court, where the case
is handled by attorneys from the Office of Chief Counsel. If the
case was not docketed while at the Appeals level, the case must
be first docketed by filing a petition in the Tax Court upon re-
ceipt of a notice of deficiency issued by Appeals.

The chart on the next page illustrates the procedures followed
during the settlement and trial of disputed tax cases. These proce-
dures begin at the examination level and can end, but do so infre-
quently, with a final determination by the United States Supreme
Court.

OBJECTIVES, SCOPE, AND METHODOLOGY

The following sections describe the objectives and scope of
our work and summarize the methodology we used to obtain and an-
alyze our data.

Obijectives and scope

The Joint Committee on Taxation asked us to review IRS'
administrative appeals process for dealing with individual and
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corporate taxpayers. Our primary goal was to identify areas
needing improvement. In this connection we did not evaluate the
technical quality of the settlement of individual disputed cases.
However, we did evaluate IRS' procedures, practices, and controls
to insure consistent handling of disputed cases.

We did our work at the IRS national office; the Mid-Atlantic,
Central, North Atlantic, Mid-West, Southeast, and Western regional
offices; and the district and Appeals branch offices in Baltimore,
Cincinnati, and San Francisco.

Most of our field work was concentrated in the three Appeals
branch offices. We chose these locations because they repre-~
sented wide geographical coverage in different regions and var-
ied in work-load size. The Director of IRS' Appeals Division
said that operating differences noted in these three offices and
any related findings would be sufficient to indicate management
problems in the Appeals area.

Methodology

Our review was performed in accordance with GAO's "Standards
For Audit Of Governmental Organizations, Programs, Activities,
And Functions." We reviewed policy and procedures manuals and
management reports relating to IRS' appeals process. We also
interviewed various IRS personnel in the national, regional, dis-
trict, and branch offices in order to better understand the ap-
peals process and develop our findings. 1In addition, we assessed
regional case review procedures by asking various Appeals review-
ers to examine the same cases. Finally, we analyzed a random sam-
ple of individual and corporate cases settled in the three Appeals
branch offices during fiscal year 1979, the latest year data was
available for our review.

Regional post review test

To determine how Appeals personnel interpret and apply guide-
lines to perform regional post reviews of closed cases, we asked
reviewers in six IRS regional offices to review the same selected
cases. Each region provided four staff members with previous re-
view experience to examine the same 10 cases which we had pre-
selected. In order to insure that the cases were not identical,
we selected cases for both corporate and individual taxpayers
which included docketed and nondocketed categories, agreed and
unagreed settlements, and differences in fact patterns. The re- -
viewers were asked to examine these cases as if they were doing
an actual review, and we subsequently discussed the results of
the examinations with each reviewer.

The conditions of this test may not have been optimal. Some
reviewers may have felt pressured to complete the cases quickly.
Others may have been anxious that their technical skills were be-
ing tested. Both factors may have influenced the judgment of some
reviewers. However, our purpose was to determine the extent to
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which review guidelines and procedures were consistently applied
by reviewers and to assess the comparability of the information
recorded--not to assess the quality of the case settlements or
the correctness of the reviewer's opinions. Therefore, we do not
believe that reviewers' perceptions that they were being tested
would significantly influence the test results for our purposes.

In regional post reviews, appeals officers and managers
review the file retained in the Appeals branch office and look
over pertinent dates, comments, and records of contact noted on
the case inventory control card. We provided the reviewers in
our test with this information by copying all office file docu-
mentation and control! cards for the preselected cases. To pre-
serve confidentiality, we removed all references to locations,
names, and identifying numbers of taxpayers and names of IRS
personnel.

Random sample of branch
office case settlements

We selected a random sample of 577 individual and corpo-
rate docketed and nondocketed cases settled by the three Appeals
branch offices during fiscal year 1979 from a total universe of
1,778 such cases.

We analyzed each of the cases in our sample using various
data collection instruments and methods of analysis. We at-
tempted to collect information for the cases from the adminis-
trative files, which contain the report of examination and all
papers relative to the taxpayer's liability for the year or
years involved (see app. VI), and we asked the appeals officers
who settled the cases to fill out a questionnaire after they re-
viewed the case files. (See app. 1V.) Where the cases involved
individuals, we also sent questionnaires (see app. V) to taxpay-
ers to obtain their thoughts and perceptions on the settlement
process.

We analyzed the results from these instruments using various
statistical methods. Our major findings, which are expressed as
percentages, were projected to the universe of closed individual
and corporate cases in each of the three branch offices, as well
as for all three branch offices together. The projections are
at the 95 percent confidence level and are subject to precision
limits. Examples of the precision limits are shown in many of
the tables in the report. The projections made throughout this
report will not always be based on all the cases from our sample
due to nonresponse or respondents who did not answer certain
questions. Appendix II provides further details on the method-
ology we employed in obtaining and analyzing the information
from these data collection instruments.




' CHAPTER 2

APPEALS SETTLEMENTS MAY NOT

BE UNIFORM AND CONSISTENT

Appeals provides the final administrative opportunity for
taxpayers and the IRS to resolve tax disputes without litiga-
tion, on a uniform and consistent basis. However, our statis-
tical analysis of closed cases indicates that a taxpayer's
chance of reducing the amount of taxes and penalties on appeal
may not be as uniform and consistent as possible. This is be-
cause other influences, such as Appeals office location and
whether or not the taxpayer petitioned the Tax Court, have a
statistically measurable effect on the rate of tax and penalty
reduction.

In addition, other factors, such as taxpayer's credibility or
the quality of supporting documentation, had a statistically mea-
surable effect on the rate of tax and penalty reduction in some
appeals locations but had no measurable effect at other locations.
Similarly, factors which had a statistically measurable effect
on the rate of recovery on docketed cases could not be shown to
have an effect on nondocketed cases. We believe that in a uni-
form and consistent appeals atmosphere, such variations should
be at a minimum.

PROPOSED ADJUSTMENTS ARE ALMOST ALWAYS
REDUCED IF CASE 1S SETTLED AT APPEALS

Taxpayers stand an excellent chance of having their proposed
adjustments reduced when they appeal their cases. 1In comparing
the difference between the taxes and penalties determined by the
examiner and the final amounts agreed to at the three branch of-
fices, our sample showed that in 84 percent of the cases the pro-
posed adjustments were reduced or eliminated. L/

IRS maintains annual recovery rate statistics. These sta-
tistics show the amount of tax and penalty agreed to at Appeals
as a percentage of the amount proposed in Examination. Over the
past several years nationwide recovery rates have ranged between
31 and 50 percent for nondocketed cases and 26 and 35 percent for
docketed cases.

As shown below, the IRS dollar recovery rates for our sample
cases ranged from 11 percent to 54 percent.

L/For details on the percentage of cases in which adjustments
proposed in Examination were changed as a result of settle-
ment, see app. I1I.




IRS Dollar Recovery Rates
for the Three Offices Visited

Amount of tax Amount of tax Percentage
and penalty and penalty of tax
determined by agreed to and
Case the examiner at Appeals penalty
category (note a) (note b) sustained
Nondocketed
Individual $ 9,151,454 $4,392,882 48
Corporate 18,505,838 7,044,381 38
Docketed
Individual 3,183,576 1,724,210 54
Corporate 19,835,957 2,212,822 11

Q/The percent of sampling error by case category is: + 32 for
nondocketed individual, +17 for nondocketed corporate, +30 for
docketed individual, 0 for docketed corporate.

E/These figures represent audit adjustments proposed by the Ex-
amination Division and agreed to by the taxpayer in Appeals.
They do not necessarily represent the amount IRS will even-
tually collect.

Although IRS measures recovery rates, it does not believe
that differences in the recovery rates among Appeals personnel
or various locations are useful measures of the propriety of
settlements. An IRS study suggested that many factors beyond Ap-
peals control help explain why settlements usually are made for
a lower amount of tax and penalty than was originally determined.
For example, the examining officer may have incorrectly developed
the case; or, once at Appeals, the taxpayer may take a new posi-
tion or supply information that was not available during the au-
dit.

Recovery rates are also affected by the fact that many
cases in dispute involve complex tax issues and uncertainties
as to correct application of the law. Unlike the Examination
Division, Appeals must frequently consider the legal hazards of
how the case may be decided in the event of a court trial. Ap-
peals also must consider applicable changes in tax law or IRS
policy that have occurred since the examiner initially prepared
the case.




Appeals believes that extraneous factors beyond its con-
trol can affect the tax and penalty recovered. We agree that
factors extraneous to IRS can influence recovery rates. However,
our analysis indicates there are other factors over which IRS
does have control, which also have an impact on recovery rates.
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FACTORS AFFECTING RECOVERY RATES
ACCORDING TO LOCATION AND DOCKETE

Our analysis identified several factors which help explain
why the amount of tax and penalty agreed to at Appeals varied
from the amounts determined in Examination. We found that the
effect these factors had on the recovery rate differed substan-
tially by the location of the Appeals office and the docketed
status of the case.

After discussions with IRS officials, we identified 25 fac-
tors (see app. VII), as possibly accounting for why changes were
or were not made in proposed adjustments. These factors included
those associated with the particular case itself, such as the
amount of the proposed deficiency; those explaining why the case
was unagreed at audit, such as how the examiner developed the
case; and those explaining why the case was settled at Appeals,
such as the factor most influencing the appeals officer's deci-
sion. Our analysis 1/ found that no one factor or set of fac-
tors explaln all the variations between adjustments proposed by
the examiner and the subsequent settlement. Nevertheless, we
were able to explain a significant portion of the variation. By
knowing the relative importance placed on these factors by the
appeals officer in a given case we could predict with a rela-
tively high degree of precision the percent of the adjustment
that would be sustained. 1In one location, for example, we de-
termined that 5 of the 25 factors used in our analysis explained
68 percent of the total variation for individual docketed cases.

However, our analysis indicated that the same factors did
not consistently affect cases settled by appeals officers at

1/For individual docketed and nondocketed cases at the three
branch locations we used regression analysis to determine the
strength of the relationship between certain factors and Ap-
peals recovery rates. Our analysis postulated that as these
factors affected the amount of the settlement or as the impor-
tance attributed to them by appeals officers in the settlement
increased, a corresponding change would occur in the percentage
of the original adjustment sustained by Appeals. We thus iso-
lated those settlement factors most highly correlated with var-
iations in the proposed adijustment at the three branch offices.
The sample size of corporate taxpayers was too small to conduct
similar tests.




the three branch offices. At one location, for example, recov-
ery rates for individual docketed cases tended to increase when
hazards of litigation was not a factor in the settlement. This
factor was of major importance at that location but could not
be shown to be significant in explaining recovery rates at the
other two locations.

Similarly, the factor that most affected recovery rates for
individual docketed cases at the second location, similar inter-
pretations of facts or law by the appeals officer and the exam-
iner, could not be shown to be significant in explaining recov-
ery rates at the other two locations. Moreover, the factor that
most affected recovery rates for individual docketed cases at
the third location was not a significant factor at the other
two locations.

The factors that explained variations in recovery rates
also generally differed according to whether cases were docketed
or nondocketed. l/ At two of the locations, none of the reasons
shown to be 31gn1f1cant in relating to changes in recovery rates
for docketed cases could be shown to be significant in explain-
ing changes for nondocketed cases. At one location, however,
the same factor had the greatest effect on the recovery rate for
both docketed and nondocketed cases.

The following two tables illustrate in more detail the re-
sults of our analysis at the three locations. The first table
shows factors which had a measurable effect on recovery rates
for docketed cases. Note that the factors having a measurable
effect were different at the three locations.

1/A November 1980 study by IRS' Internal Audit Division also
found differences between how docketed and nondocketed cases
were handled by Appeals, in that docketed cases were completed
faster and thus appeared to be receiving higher priority treat-
ment.
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Location

1

Factors Explaining Variations in Recovery
Rates for individual Docketed Cases

Factor

Hazards of litigation not involved in
the settlement decision

Appeals officer considered complexity of
the tax law important in settlement de-
cision

Appeals officer considered taxpayer credi-
bility important in settlement decision

Appeals officer considered voluntary com-
pliance important in settlement decision

Appeals officer attributed reason case
was appealed to problems with examiner
rather than problems with taxpayer or
case facts

Settlement decision based on appeals of-
ficer not interpreting fact or law
differently than examiner

Appeals officer stated that disagreement
over case facts played a small role in
reason case was disputed in Examination

Settlement decision not based on new or
additional taxpayer documentation

a/These factors combined total the percentage shown.

Percent of
variation

explained
a/

a/

The second table shows the factors that had a measurable

effect on amounts for nondocketed cases.

Note again that the

number of factors having a measurable effect varied at the three

locations.

T B
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Factors Explaining Variation in Recovery
Rates for Individual Nondocketed Cases

Percent of

variation
Location Factor explained
1 - Settlement decision not based on new or 3/
additional taxpayer documentation
Appeals officer said taxpayer's belief a/
that appealing was worth the time and
effort had a small role in why the case
was unagreed at examination 40
2 Settlement decision based on appeals a/
officer not interpreting fact or law
differently than examiner
Hazards of litigation not involved in a/
the settlement decision
Appeals officer did not consider the a/
complexity of tax law important in the
settlement decision 52
3 Appeals officer attributed reason case
appealed to problems with examiner
rather than problems with taxpayer or
case facts 9

a/These factors combined total the percentage shown.

FACTORS INFLUENCING APPEALS PERSONNEL
SETTLEMENT DECISIONS DIFFER

Depending upon the location, factors which frequently influ-
ence the appeals officer's decision on how to settle a case may
be different. We found that differences existed among locations
as to how strongly six factors influence the appeals settlement
decision. These differences raise additional questions as to
whether settlements are uniform and consistent.

Factors frequently influencing appeals
settlement decisions differ by location

We asked appeals officers and managers to give us their
opinion as to what factors should be frequently considered by
appeals officers in making settlement decisions. The following
six factors were the ones they told us were the most important:
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-~Need to foster voluhtary compliance.

~-Quality of the case as prepared by the examiner.
--Complexity of the tax law.

--Taxpayer's credibility.

--Hazards of litigation.

--Quality of the taxpayer's documentation.

Although the above factors did influence settlement deci-
sions, the amount of influence varied by location. For example,
we found statistically significant differences among Appeals lo-
cations in how these factors influenced settlement decisions,
indicating a lack of uniformity in the use of the factors. The
following table illustrates whether there was a statistical dif-
ference in how the factors were considered as influencing the
settlement decision.

Was There a Statistically Significant
Difference Among Appeals Locations in How
Six Factors Influenced the Settlement Decision?

Type of case (note a)

Individual Individual Corporate
Factor docketed nondocketed nondocketed

Need to foster

voluntary compliance Yes No Yes
Quality of the case as

prepared by the

examiner Yes No No
Complexity of the tax

law No Yes Yes
Taxpayer's credibility No Yes No
Hazards of litigation Yes Yes No
Quality of the taxpay-

er's documentation No Yes No

E/Corporate docketed cases were omitted because of the small
number of cases at the three locations. When working with a
very small number of cases, minor shifts of cases from one
category to the other cause large shifts in percentages pro-
ducing data that might misrepresent the actual situation.
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Our analysis indicates that the above factors may not be
applied consistently at the various locations where cases are
appealed. For example, while the quality of the case prepared
by the examiner was considered an important influence in 48
percent of the appeals officers' settlement decisions for in-
dividual docketed cases in one location, that factor was an im-
portant influence in only 13 percent of individual docketed
case settlements at another location. In another instance,
the need to foster voluntary compliance was a major influence
in 55 percent of the corporate nondocketed case decisions in
one branch office compared to 17 percent of the same type of
decisions in another.

CONCLUSIONS

The Appeals Division tries to resolve taxpayer disputes in
a uniform and consistent manner. Our statistical analysis, how-
ever, suggests that taxpayers may not be receiving consistent
treatment in Appeals settlements. Specifically, we found that
the factors that had the most influence on the amount of the
settlement often differed by location of the Appeals branch of-
fice and whether cases went to Appeals in docketed or nondock-
eted status. The degree to which certain factors influenced
the appeals officers' settlement decisions also differed at the
various Appeals locations.

In our opinion, IRS controls should insure that appeals
officers settle cases as uniformly and consistently as possible
and identify those instances where this is not happening so that
management can take appropriate corrective action. Chapters 3
and 4 discuss how the Appeals review process can be revised to
improve control over and provide more useful information about
Appeals settlements.

AGENCY COMMENTS AND OUR EVALUATION

In commenting on a draft of this report (see app. 1), IRS
stated that the fact that major influences in settlement deci-
sions were not consistent in each location doces not support a
conclusion, in and of itself, that the settlements reached did
not reflect the relative merits of positions taken by the tax-
payer and the Government. IRS added that the technical quality
of the settlements was not considered by GAO and that this con-
sideration was necessary before a valid opinion could be ex-
pressed on the uniformity and consistency of Appeals settle-
ments.

We agree that relative merits and technical gquality are
factors that could influence an Appeals settlement. However,
we also believe that they are not the only factors which could
be expected to do so. Although an assessment of relative merits
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and technical guality may have further explained a lack of uni-
formity and consistency in Appeals settlements, such an analysis
would not have changed the need for the corrective actions iden-

tified through our study.
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CHAPTER 3

MORE SUPERVISION IS NEEDED TQ HELP

INSURE UNIFORM AND CONSISTENT SETTLEMENTS

The resolution of tax issues in a manner which insures uni-
form and consistent treatment with respect to taxpayers in simi-
lar circumstances is a major Appeals objective. To fully achieve
this objective, however, improved controls are needed. One im-
portant control is supervisory review of settlement proposals.

Appeals managers told us that supervisory review is one of
three primary management controls which help to insure uniform-
ity and consistency. The other two controls are regional post
reviews and nationwide special issue post reviews.

Taken together, the three levels of review comprise the Ap-
peals control system for monitoring settlement decisions. To
learn why decisions were not always treated the same, we exam-
ined the effectiveness of these reviews. We found that the re-
views were poorly timed, lacked sufficient depth, or were of-
ten very limited in scope.

We also noted that the control system did not provide prompt
organizational feedback of identified problems. This weakness
precluded timely corrective action.

The control system could be more effective if each of its
components were meeting their individual objectives. Proper
functioning of each control element would enhance the total con-
trol system and would help to insure uniform and consistent de-
cisions.

AN EFFECTIVE CONTROL SYSTEM
IS VITAL FOR UNIFORM AND
CONSISTENT DECISIONS

A properly designed and functioning control system provides
management with the data it needs to identify problems, plan cor-
rective actions, and improve future performance. Without valid
feedback from the system regarding the extent and types of qual-
ity problems, management may not know that it has a problem need-
ing correction, and those making errors may not know that they
need to improve their performance.

A basic control system is built on four elements: (1) estab-
lishing standards which are measurable in terms of both quantity
and quality; (2) supervising work as it progresses; (3) comparing
completed results against the established standards; and (4) tak-
ing corrective action, if needed. All these elements, in turn,
depend on effective organizational communication and feedback.
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The above elements provide a model for evaluating the man-
agement controls employed by Appeals. To achieve organizational
goals, the Internal Revenue Manual establishes Appeals standards,
branch supervisors directly supervise appeals officers' work, and
the national office and regional offices review completed work
for comparison against standards and thereby determine the need
for corrective action.

The goals have not been met, however, because

--supervisory reviews are not always timely or in sufficient
depth to help insure uniformity and consistency,

--regional post reviews provide only limited information on
a regional basis and do not provide any useful management
information on a national basis (discussed in ch. 4},
and

--nationwide special issue post reviews are based on docu-
mentation which frequently does not provide sufficient
information to judge settlement uniformity and consistency
(discussed in ch. 4).

As a result, Appeals management controls are not as effective
as they could be, and management information is limited on the
overall performance of the Appeals Division and the need for
corrective action.

SUPERVISORY CASE REVIEWS DO NOT
ADEQUATELY ASSESS UNIFORMITY AND
CONSISTENCY

Appeals branch office chiefs and associate chiefs are the
Appeals supervisors who review settlement proposals for uniform
and consistent treatment. These supervisors are key to insuring
quality Appeals decisions because they have the opportunity not
only to review proposals but also to correct and change deficien-
cies before cases have been closed.

However, our review raised questions regarding the effective-~
ness and thoroughness of the reviews they perform. We found that
demands on the time of Appeals supervisors seriously limit their
ability to review cases. We also found that most supervisory
reviews take place after the appeals officer has completed work
on the case and appear to entail little more than the formality
of "signing off" on the proposed settlement. Appeals supervisors
also do not make full use of feedback as a management control
tool to improve the future performance of their staffs and thus
the quality of settlements.
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Supervisory case reviews
are of key importance

The management control model we used requires supervisory
review of work as it progresses to insure that established stand-
ards are met. Supervision provides the opportunity to observe
ongoing activities and to discuss and correct undesirable per-
formance in a timely manner. Supervisory review is thus a major
part of the job of midlevel managers.

The official duties of Appeals supervisors include: plan-
ning, organizing, and assigning work; evaluating work and em-
ployee performance; utilizing and developing personnel; and com-
plying with regional and national objectives. IRS policy is that
Appeals settlements ordinarily are not considered official until
they are approved by an Appeals supervisor. This policy neces~
sitates that these supervisors read, review, and sign each set-
tlement proposal negotiated by the appeals officers.

IRS draft guidelines covering its merit pay appraisal system
set up management functions that closely resemble the functions
called for in the management control model we used. Like our
model, they underline the importance of the supervisor's role in
assuring the adequacy of work performed and in developing subor-
dinates. Critical elements of supervision, as defined by IRS,
include

-~-assessing operational results against established expec-
tations;

--improving the efficiency, productivity, and quality of
work:; and

--motivating, developing, and evaluating subordinates to
increase their effectiveness, productivity, quality of
performance, and potential for advancement.

During our discussions, Appeals supervisors and managers at
the branch, regional, and national office levels identified su-~
pervisory case reviews as the Division's primary means of assur-
ing the quality of settlements. They noted several factors which
reinforce the importance of supervisory case reviews. For exam-
ple, the supervisor can insure the quality of the work by encour-
aging good case management practices and professional quality
writeups. Also, since supervisors oversee the work of several
appeals officers, they are in a position to maintain consistency
in IRS positions and in handling issues. Some Appeals managers
thought that supervisory case reviews are the only meaningful
management control because they provide the only chance to alter
poor quality decisions prior to closing cases. They pointed out
that since other reviews take place after cases are closed, they
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can only serve to help prevent the same mistake from happening
again.

Existing supervisory review
practices limit effectiveness

We observed some procedural and practical aspects of Appeals
case supervision which reduce the supervisor's effectiveness.
First, IRS guidelines do not specify how supervisors should mon-
itor the quality of individual settlements; and second, we found
indications that in-depth reviews were not taking place.

Timing of supervisory reviews
is too late to be effective

A branch office supervisor can follow present IRS supervi-
sory case review guidelines and still be in a poor position to
truly insure the quality of settlements. The only time the
guidelines require a supervisory review of a case file is after
the appeals officer has worked out a settlement proposal with
the taxpayer and obtained a signed agreement form. This prac-
tice discourages supervision over technical aspects of the work
in progress.

The practice of requiring reviews after the fact makes it
very difficult to introduce any substantive changes to the case
settlement proposal. This is because the supervisor is faced
with the awkward predicament of having to reopen negotiations
with the taxpayer after an agreement has apparently been reached.
In commenting on this problem, one supervisor noted that he will
approve a marginal decision, one which is adeguate but which
clearly could have been better, rather than antagonize the tax-
payer by overturning a previous agreement.

Five of the eight Appeals supervisors we contacted told us
they get involved in reviewing only 5 to 10 percent of their
cases prior to when the initial settlement proposal has been
negotiated. The limited involvement of supervisors was further
confirmed by the appeals officers' responses to our guestion-
naire which showed that the supervisors provided technical guid-
ance on only about 4 percent of the cases prior to when the
initial settlement was proposed.

The appeals officers also reported that Appeals supervi-
sors rarely alter case gettlements. This was corroborated by
our review of sampled cases. Our sample indicated that there
was little or no change in 99.8 percent of the fiscal year 1979
settlements in the three branch offices as a result of supervi-
SOry reviews.
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Supervisors do not
review case files in detail

Several Appeals supervisors had heavy workloads which made
it difficult for them to find time to perform supervisory case
reviews. Six of the eight supervisors we spoke to oversee
groups of more than 10 appeals officers. Appeals officers'
average workloads range from 14 to 90 cases. The supervisors
told us that their schedules are full of administrative duties
related to personnel management, assignment and tracking of
cases, and reports and other special requirements of the re-
gional and national offices. They reported that they are able
to devote roughly 25 to 30 percent of their time to actually
reviewing case files. Most of the Appeals supervisors, how-
ever, believe this is sufficient time to do an adequate job
of reviewing cases.

The Appeals Supervisors' Guide encourages supervisors to
know their staffs and to adapt the depth of review to that which
is actually needed. Supervisors told us they do not need to re-
view every case file in detail. They read the supporting state-
ments to assess the clarity and appropriateness of the appeals
officer's decision. They also check the case control card to
determine if a case was properly managed. If they find nothing
unusual, this is generally the extent of the scrutiny a case re-
ceives,

Appeals supervisors' estimates of the proportion of their
cases that they reviewed in detail ranged from less than 10 per-
cent to nearly 90 percent.

The supervisors said looking carefully at every case is un-
necessary because they convey their general standards for Appeals
work and hear about problems with difficult cases during informal
day~to-day discussions with appeals officers. Supervisors also
consider the semiannual evaluations of how each appeals officer
manages his or her inventory, known as workload reviews, as good
background information on the quality of work done by their staffs.

Some of the appeals officers responding to our questionnaire,
however, were not satisfied with the case file reviews described
above. The following written comments illustrate their dissatis-
faction:

"The associate chief has the settlement authority
not the appeals officer. This authority is some-
thing that should not be taken lightly. In the

last two to three years the associate chiefs haven't
been allowed to really do their jobs because of the
many other details to which they are assigned."
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"Upper management at both the branch office and
regional levels, by their actions, continually
show that they could care less about the quality
of the work as long as they get the necessary
statisticg * * * "

IRS guidelines do not require that branch office supervisors
enter written comments in case files indicating that reviews have
occurred. Documentation in the case files at the three locations
we visited showed evidence of such reviews less than half the
time. Nearly all the cases bore a supervisor's signature repre-
senting approval of the proposed settlement. However, we esti-
mate that less than 40 percent of the cases settled in the three
branch offices contain even such minimal review documentation
as comments on the inventory control card regarding how the case
was handled or an evaluation of the quality of the settlement.

A lack of file documentation showing whether Appeals super-
visors had reviewed new issues raised in favor of the Govern-
ment during negotiations with taxpayers further indicates that
supervisors may not be adequately carrying out their roles in the
quality control process. Appeals officers may raise new issues
during negotiations with the taxpayer if the issue is in the tax-
payer's favor. We were told that new issues in the Government's
favor should be carefully considered by both the appeals officer
and supervisor before they are raised with the taxpayer in order
to avoid the impression that Appeals is a continuation of the

audit process.

However, we could not tell if most of the new issues raised
in favor of the Government had been given proper supervisory con-
sideration and review before they were raised with the taxpayer
because evidence was lacking in the case files we examined. On
the basis of the cases we reviewed, we estimate that about 100
cases in the three branch offices we visited involved the raising
of one or more new issues. Approximately 60 percent of the new
issues raised were in the Government's favor. During our review
of case files, we found review notes indicating that the super-
visor had approved raising such issues only about 5 percent of
the time.

Review of Appeals settlements
are not always done by supervisors

The Appeals Division closes some cases without the super-
visor ever seeing them. 1In two of the three branch offices we
visited, appeals officers frequently act in place of a supervi-
sor and often assume supervisory case review duties. According
to estimates by supervisors in the two offices, this type of
substitution occurs as much as 20 to 30 percent of the time.

An appeals officer quoted earlier added a comment to our ques-
tionnaire expressing a concern we share over this practice:
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"* * * there are so many other management details
assigned to the associate chiefs that too often
someone else is acting in their place. From the
technical standpoint, this may not pose a problem,
but how can an associate chief properly evaluate
his appeals officers performance (quality-wise) if
the associate chief is gone half the time because
of other management details?"

Supervisory review is dependent
on local management philosophy

The extent and depth of supervisory reviews also varies
according to the philosophy of management in the various loca-
tions. The Internal Revenue Manual does not specify how case
reviews should be done or if and how the reviews should be docu-
mented. Instead, the regional offices determine what the case
review process will be through the policies they adopt regarding
branch office visits and post review results and recommendations.

Our work showed that one of the three branch offices we vis-
ited appeared to place more emphasis on supervisory case reviews
than the other two. Case review duties were almost never dele-
gated to appeals officers in this branch, except to help develop
personnel for future management positions. Our review of sample
cases indicated that the supervisors made written comments on how
appeals officers handled cases in over 70 percent of the cases
settled in fiscal year 1979. File evidence at the other two lo-
cations suggests that the supervisors there made significantly
fewer comments on closed cases. Comments appear in about 30 per-
cent of the files at one branch office and in less than 20 per-
cent of the files at the other.

The chief in the office with the better review record said
that he stresses the importance of careful review and notations
on the case activity control card to

--provide feedback to the staff on the quality of their
work,

~-maintain a written record for the supervisor's use in pre-
paring annual performance appraisals, and

--use in monitoring how well the associate chief is doing
his job.
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The national office is aware of
weaknesses in the supervisory
review function

The Director of the Appeals Division said that he is not
satisfied that the supervisory case review as presently imple-

:
mented is a fully effective quallty control tool. He cited prob-

lems, for example, with the supervisors not carefully reading de-
cisions before signing off on them. The Director feels that more
emphasis should be given to the role of the branch office super-
visor in assuring quality settlements. He plans to have super-
visory workloads examined to see if adjustments are needed to the
mix of administrative and case review regponsibilities placed on
branch office supervisors. He said that he is also planning to
revise existing supervisory guidance to strengthen branch office
management and improve staff motivation.

Feedback is not an integral part
of the supervisory review process

Supervisory case reviews are the best means the Appeals Di-
vision has of assessing appeals officers' performances and noti-
fying them either that they need to correct deficiencies in their
work or that their work is of good quality. However, the feed-
back that branch supervisors provide to appeals officers on the
quality of their work is often too general to have maximum ef-
fect as a management control tool. For the most part, appeals
officers in our sample did not believe that the feedback they
received affected their settlement decisions or helped improve
their future performance. They also generally reported that
they received little feedback on the quality of the settlements
they reached in our sample cases.

Supervisors are responsible for providing appeals officers
with feedback resulting from post reviews, workload reviews, and
the supervisory case review process. This feedback is the pri-
mary means of improving the day-to-day technical quality of the
appeals officer's work.

Unfortunately, feedback directly from the branch office su-
pervisor concerning the technical quality, including uniform and
consistent treatment, of individual case settlements is limited.
Responses from the appeals officers in the three branch offices
included in our review indicated that feedback from supervisors,
when it occurs, rarely involves suggested improvements to the
settlement. Instead, the feedback tends to be general and com-
mendatory in nature. The following table illustrates the limited
extent of the feedback appeals officers said they receive.
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Feedback to Appeals Officers

Percent of cases where

appeals officers Percent of feedback
Feedback source received feedback which was commendatory
Branch chief 5 72
Associate chief 18 78

The majority of the appeals officers who recalled receiving
feedback from their supervisors concerning our sample cases did
not believe that the feedback significantly influenced their per-
formance. Their responses to our questionnaire indicated when
the supervisor did provide feedback on the cases, the feedback
helped them understand the technical aspects of only 17 percent
of these cases. Similarly, the appeals officers thought that
supervisory feedback in about 30 percent of the cases helped
them understand case management factors better. In addition,
they believed that the feedback for only 37 percent of these
cases helped them learn how to improve their future performance.

CONCLUSIONS

First~hand supervisory review of Appeals case work is an
important management control to insure uniform and consistent
settlements. The importance of this control has also been recog-
nized by the Director of Appeals. We question, however, whether
existing supervisory case reviews adequately assess this aspect
of Appeals settlements. IRS guidelines only require that Appeals
supervisors review cases after the appeals officer has completed
work on them. The guidelines are also vague as to the detail in
which Appeals settlements should be reviewed.

As a result, the Appeals Division has not placed adequate
emphasis on the supervisory case review function. The Appeals
Division's failure to place adequate emphasis on the supervisory
case review function has allowed

--reviews to be poorly timed in terms of effecting correc~
tive action,

--reviews to be cursory in nature,

--the review authority and responsibility of branch office
supervisors to be bypassed, and

--local management the freedom to conduct case reviews in
as much or as little detail as they see fit.
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We also noted that documentation of how well appeals of-
ficers perform their work is very limited. In addition, super-
visors at some locations do not review significant amounts of
their staff's work. Due to this lack of systematic review, Ap-
peals supervisors may not have an adegquate basis on which to
assess the quality of the settlement negotiations conducted by
their staffs.

The Appeals Division has not recognized the importance of
supervisory feedback as a control tool. Branch office supervi-
sors are not taking full advantage of prompt feedback to improve
or maintain the uniformity and consistency of Appeals work. Feed-
back to appeals officers is infrequent, and when it does occur
it is predominantly commendatory. Thus, it does not serve to
correct deficiencies, and appeals officers may not be motivated
to improve their work.

In view of its importance to Appeals' mission of achiev-
ing a uniform and consistent decision in similiar circumstances,
the role of branch office supervisors in reviewing cases and
giving feedback should be expanded and stressed to provide bet-
ter control over appeals officer's work.

PROPOSALS TO THE
COMMISSIONER OF INTERNAL REVENUE

In a draft of this report, we proposed that the Commissioner
of Internal Revenue:

~-Require that regional managers monitor supervisory review
procedures at the branch offices to insure that existing
guidelines and those to be generated are consistently ap-
plied and that the depth and detail of the reviews being
performed are adequate to insure that the settlements
reached conform with IRS policy regarding consistency
and uniformity.

--Initiate changes to existing guidelines to require, when
possible, supervisory review of proposed decisions before
an agreement on the settlement has been reached with the
taxpayer.

AGENCY COMMENTS AND OUR EVALUATION

IRS agreed with our finding relating to improving supervi-
sory review of Appeals case work. In this regard it has imple-
mented our proposal that the regions more closely monitor the
supervisory review process.
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Although recognizing the value of supervisory advice, assis-
tance, and review of proposed decisions before an agreement has
been reached, IRS believes that such supervisory action should
occur only under circumstances that clearly warrant it. Accord-
ing to IRS, going beyond this would be impractical and would have
the effect of inhibiting settlement of cases and duplicating ef-
fort in the vast majority of the cases where no difference occurs.

We had not envisioned a review system that was extensive or
duplicative, but rather a selective system that would insure uni-
form and consistent settlements. We believe that if IRS provides
supervisory review of proposed decisions when warranted, and ef-
fectively monitors this through its regional evaluation system,
the intent of our proposal related to supervisory reviews of pro-
posed decisions will be met.

In our draft report we also proposed that supervisors docu-
ment their case assessments. IRS in its comments implied that
new requirements were placed on supervisors to document their re-
view of the cases completed by appeals officers. Although the
Handbook was revised it did not change the basic requirements,
existing at the time of our review, for supervisors to make com-
ments only where case handling is commendatory or deficient. As
such, we do not believe that IRS' revised instructions comply with
our proposal. Specifically, we believe that all supervisory re-
views should be documented. Without documentation IRS cannot com-
pletely assess how well supervisors are reviewing the work of ap-
peals officers.

RECOMMENDATION TO THE COMMISSIONER
OF INTERNAL REVENUE

We recommend that the Commissioner of Internal Revenue re-
gquire Appeals supervisors to doCument their case assessments.
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CHAPTER 4

MANAGEMENT REVIEWS ARE NOT ADEQUATE FOR DETERMINING

IF UNIFORM AND CONSISTENT SETTLEMENTS ARE MADE

As discussed in chapter 3, and further discussed in this
chapter, Appeals is not completely evaluating whether or not its
objective of uniform and consistent decisions is being met be-
cause its control system is not adequate. The two reviews which
should provide management with this type of information do not.
One of the reviews, the regional post review, contains design
and procedural weaknesses that result in inadequate measurement
of whether or not settlements are uniform and consistent. The
other review, the nationwide post review, depends on documenta-
tion which frequently does not provide sufficient information
to judge settlement decisions. The reviews also do not provide
feedback to managers and staff in positions to take corrective
action.

REGIONAL POST REVIEWS ARE
NOT TIMELY, LACK DEPTH, AND
ARE NOT COMPLETELY DOCUMENTED

Appeals regional offices review the closed cases of their
branch offices to insure uniform and consistent treatment of is-
sues, high-quality disposition of cases, and efficient case man-
agement practices. These reviews are controlled by each region
and may include matters of concern to regional management. The
results of these post reviews are reported to the national of-
fice semiannually on cases closed during the preceding 6 months.

We found that regional post reviews as presently conducted
are not a useful control tool because review standards are too
vague. This vagueness causes different applications of review
criteria and methods of conducting the reviews. Consequently,
the results reported to the national office are not uniform
and cannot be consolidated for further analysis. Because the
national office lacks usable information, it does not furnish
any feedback to the regions on their post reviews and does not
take action to correct deficiencies. 1In addition, regional of-
fices do not consistently provide information which they develop
to their branch supervisors and appeals officers so that they
can improve settlements. Moreover, branch supervisors determine
the extent this information is communicated to appeals officers.

Regional Appeals officials, however, told us that the flex-
ible structure of regional review programs is necessary and that
they are satisfied that the reviews provide effective control
over the quality of Appeals settlements. Most regional officials
we spoke with believed that each region's needs and concerns are
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slightly different, and that each region's reviews should be tai-
lored to address that region's particular interests.

Reviewers' opinions on
settlements and methods of
recording those opinions vary

Post reviews can be a valuable element of management control,
if properly designed and conducted. Specifically, they can be
the mechanism that compares completed results against established
standards. The regional post review is the system within Appeals
that comes closest to making this important cowmparison.

To test the effectiveness of post reviews, we asked 24 Ap-
peals supervisors and officers experienced in reviewing Appeals
settlements, 4 from each of 6 IRS regions, to participate in our
test of the process. Each individual was asked to review and
comment on 10 test cases as he or she would during a normal post
review.

Although some inconsistency is to be expected when human
judgment is involved, the variation in reviewers' comments on
our test cases showed substantial disagreement over the techni-
cal and case management aspects of settlement decisions. For
example:

--One case involved Appeals' concession of a taxpayer's
rent and utility expenses for a condominium used by cor-
porate employees and business associates. Five of the
reviewers judged this concession to be clearly wrong
because the taxpayer did not furnish the type of sub-
stantiation required by regulation. Four more of the
reviewers commented that this decision was poorly sup-
ported by the appeals officer's write-up. Twelve review-
ers made no specific comment concerning this issue, while
3 reviewers approved of the concession to some degree with
comments such as, "settlement OK," "good factual determi-
nations," and "good decisions on disposition of issues."

--Another case involved a taxpayer who signed an agreement
to a settlement in August 1978. The appeals officer did
not prepare the supporting statement and submit the case
for supervisory review until March 1979. Fifteen of the
reviewers made some note of this 7-month time lapse, while
9 reviewers did not comment on the delay. Of the 15 who
noted the problem, 4 thought the lapse was satisfactorily
explained on the inventory control card, © others thought
the lapse represented poor or inefficient case management,
and 5 mentioned the delay but did not judge its appropri-
ateness.
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Some reviewers did not record
all problems they observed

In our subsequent discussions, several reviewers told us
they identified problems with our test cases which they did not
include on their comment sheets. The reviewers considered these
problems too minor to warrant a formal comment. However, prob-
lems which some reviewers told us were too minor to record were
recorded by other reviewers. Examples of such problems included

--a supporting statement which did not present the taxpayer's
position,

--a question regarding whether or not one of the cases
should have originally been sent to Appeals,

--a disagreement with the appeals officer's decision to
raise a new issue, and

--a need for the appeals officer to obtain an affidavit to
substantiate the dependency of a relative.

One reviewer also stated that the control cards lacked in-
formation needed to adequately evaluate case management factors
for all 10 cases. The reviewer did not document this problem at
all. Another undocumented problem a reviewer cited as common in
several cases was that the supporting statements did not provide
enough information on points that the reviewer considered impor-
tant.

Reviewers did not record results uniformly

IRS has a standardized post review worksheet, shown on the
following page, which reviewers use to document their comments
on cases selected for post review. 1In our opinion, the work-
sheet is too general to provide uniform recording of exceptions
or problems and subsequent accumulation of useful data.
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Post Review Worksheet

Name of Work Unit No. of Cases D Doc. Branch Office Date Approved
[0 WNondoc.

Principal Issue(s) and Description ARIRA Number

Proposed Deficiency {O/A} Revised Deficiency (O/A)

Technical Evaluétion Factors

Case Management Evaluation Factors

D a. High Quality of Disposition D a. Priliminary Review Consistent with IRM 8221
D b. Uniformity and Consistency D b. Prompt Conference
D c. Clear and Concise Writeup Supporting Decision D c. Expeditious Follow-up
L—_] d. Procedural Compliance D d. Prompt Decision and Writeup
D e. Other D e. Other
Comments
Date Reviewer
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The post reviewers we talked with had varying interpretations

of how the form should be used. In fact, we could not summarize
and compare the reviewers' comments on our test cases because
of the problems caused by the varying interpretations. Some of
the reasons why we could not were:

~--Some reviewers marked evaluation factors to indicate the
case was satisfactory, while others marked the factors
to indicate problem areas.

-~-Some reviewers made noncommital comments such as "soft
settlement"” (marginal decision that clearly could have
been better), and it was not clear as to the gquantitative
meaning of these comments.

-~-Some reviewers checked the evaluation box labelled "other"
and proceeded to comment on elements of the settlement
that fit into a specific evaluation box on the worksheet.

These differences occurred among reviewers from the same IRS re-
gion as well as among reviewers from different regions.

Reviewers pointed out that the standardized portion of the
comment sheet does not allow them to adequately present their
opinion of the case, particularly when multiple issues are in-
volved. For example, if a reviewer approves of the decision
on one issue in a case but believes the disposition on a second
issue is weak, the reviewer may or may not mark the box labelled
"high quality of disposition.”" Written comments can relate to
the reviewer's opinion of the disposition of the two issues, but
the form does not ask for an overall assessment of the quality
of the decision on the case.

Some reviewers believe it is appropriate to include favor-
able comments in their evaluati®bn of cases, while others do not
think the purpose of the post review is to compliment good work.

Review guidance is not
comprehensive enough to
be consistently interpreted

The post review guidelines consist of a list of factors to
be considered under the two general headings of "technical eval-
uation factors" and "case management evaluation factors" and,
like the worksheet, are too general. The exhibit on the next
page shows the limik*ted information provided in the guidelines.

Some Appeals reviewers agreed that these guidelines are not
comprehensive, although most believed that further elaboration
was unnecessary. They said the guidelines are appropriate as
reminders to experienced appeals officers who draw on their own
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8(23)00 Records and Reports page 6-337
Exhibit 8(23)00-1 (1-18-80)

Review Guidelines

1. Techmical Evaluation Factors
(a) High Quality Disposition
(1) Nuisance settiement.
(2) New issues raised consistent with Manual provisions.
(3) Settlement adequately measures strengths of opposing positions.
(4) Closing or Collateral Agreements secured where appropriate,
(5) Settlement in reconsideration cases consistent with prior evaluation.

(b) Uniformity and Comsistency
(1) Taxpayers treated the same in docketed status as in nondocketed status.
(2) Disposition consistent with the treatment of the issues regionally.
(c) Clear and Concise Writeup Supporting Decision
(1) Excessive Citations and Quotations.
(2) Formal vs. Informal Supporting Statement, JRM 8(21)12.
(3) Waived issues identified rather than discussed.
(4) Initial discussion of facts in Law and Argument, IRM 8(21) 26.
(5) Personal references and derogatory remarks avoided.

(d) Procedural Compliance
(1) Form 5402
a. Potential refund litigation cases properly indentified.
b. Appropriate agreement form secured.
¢. Follow-up action noted where necessary,
d. Excessive number of conferences in relation to complexity of case.

(e) Other

11. Case Managemens Evaluation Factors

(a) Preliminary Review Consistent with IRM 8221
(1) Did case constitute a premature referral?

(b) Prompt Conference
(1) Early conference offered consistent with complexity of case and Appeals Officer’s workload

(¢} Expeditious Follow-up
(1) Prompt inquiries regarding promised information
(2) Significant time Jags between case activity

(d) Prompt Decision and Writeup
(1) Decision reached soon afier all the final conferences and all facts are in.
(2) Writeup completed shortly after agreement is secured keeping in mind complexity of case and
Appeals Officer’s workload.

(e} Other
(1) Case appropriately graded.

MT 8-2 IR Manual
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knowledge of tax law and IRS policy and procedure to judge the
gquality of cases under review. ‘

The Internal Revenue Manual explains the factors listed in
the guidelines; however, regional Appeals officials said that
many aspects of Appeals work are not governed by specific cri-
teria. As such, they expect post reviewers to exercise their
professional judgment with respect to those evaluation factors
which cannot be precisely defined. These officials added that
they are satisfied that their reviewers generally produce con-
sistent results.

We do not agree that professional judgment--even when aug-
mented with a list of factors to consider when evaluating a
case~--produces sufficiently consistent results to provide ade-
quate quality control over Appeals settlements. For example,
three reviewers told us that they do not use IRS review guide-
lines and that they prefer to rely on their own judgment and ex-
perience. The other reviewers' interpretations of IRS review
guidelines varied significantly for both technical and case man-
agement evaluation factors. Furthermore, discussions with the
24 reviewers showed that the emphasis placed on particular fac-
tors varied among the individual reviewers and among the various
regional locations.

Technical evaluation factors

Many reviewers we talked with identified certain technical
evaluation factors that were subject to misinterpretation or in
their opinion were not valid and therefore ignored. An example
of the latter is uniform and consistent treatment of docketed
and nondocketed cases.

One purpose for applying the technical evaluation factor of
uniform and consistent treatment of cases is to determine if dock-
eted and nondocketed cases are treated the same. Ten reviewers
told us they make no effort to even assess whether cases receive
equal treatment regardless of status. Moreover, two of these re-
viewers did not believe the cases should be treated the same be-
cause of the time limits placed on how long docketed cases can
remain in Appeals, while there are no such restraints on nondock-
eted cases. Two other reviewers said that it would be impossible
to evaluate the similarity of treatment between docketed and non-
docketed cases unless they were examining a number of both types
of cases with similar issues. We believe that this evaluation
factor should not be ignored because, as our analyses in chapter
2 indicated, there is a high likelihood that docketed and non-
docketed cases are not treated consistently.

Several reviewers also told us they were unsure of how to
define "high quality disposition” of a case. They felt there
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was a particular lack of uniformity on how to define one element
of high quality disposition--the appropriateness of raising a
new issue at the Appeals level.

Appeals is allowed to raise new issues that have not been
brought up during the audit. Such issues may be in favor of
either the Government or the taxpayer. However, new issues in
favor of the Government should only be raised after careful con-
sideration of IRS guidelines to determine if such action is war-
ranted.

The appeals officers who handled the settlements in the
three branch offices we visited said they raised one or more
new issues in about 6 percent of the cases they handle. They
added that the issues were raised in favor of the Government
about 60 percent of the time. When the new issue is in favor
of the Government, it may result in further adjustments against
the taxpayer.

IRS guidelines direct that appeals officers raise new issues
in the Government's favor only when substantial grounds exist for
doing so and when doing so will have a material effect on the tax
liability. The Internal Revenue Manual defines these criteria as:

--Substantial: strong, possessing real merit, with a high
degree of certainty that the Government would prevail in
litigation.

--Material: having real importance and great consequence--
the amount of tax involved must be material to the Govern-
ment or have a positive effect on voluntary compliance.

Reviewers were often uncertain about the meaning of these
definitions. As such, many reviewers were unable to differenti-
ate between them. Nine reviewers, for example, referred to "sub-
stantial” in terms of the additional tax involved, rather than
the merit of the issue. There was a good deal of variation in
how the term "high degree of certainty" was interpreted. Esti-
mates ranged from "reasonable" or "better than even" to 99- or
100~-percent certainty of the Government winning the case in court.

When assessing whether or not the change in potential tax
liability represented a material amount, reviewers indicated that
they were influenced by such factors as the amount of the taxpay-
er's reported income or assets. Responses from the 24 reviewers
on what factors would cause them to vary their assessments of
materiality are summarized below:
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FPactors Affecting Assessment of Materiality

Would this factor influence your Number of
assessment of materiality? "ves" responses

The type of return 6
The amount of the taxpayer's income or assets 14
Whether the case was from office or field audit 3
The amount of tax in dispute from the audit 14
The amount of tax the new issue represents 24
How much tax change the new issue represents

as a percent of the tax in dispute 14

Only three reviewers told us they had a minimum tax amount in
mind below which they would not consider a new issue to be mate-
rial. These minimum amounts ranged from $2,500 to $50,000.

In a prior report on how IRS selects corporate tax returns
for audit, 1/ we reported that IRS needs to establish more spe-
cific measures of materiality to assist Examination Division
classifiers in evaluating audit potential. IRS agreed to develop
and issue instructions containing measures of materiality to as-
sist in the classification and screening of returns. Similar
measures would also be meaningful for inclusion in Appeals re-
view guidelines.

Case management evaluation factors

Case management evaluation. factors are concerned with whether
cagses are moved quickly and efficiently through the appeals pro-
cess. Many times, however, reviewers had different definitions
for "quickly" and "efficiently." For example, individual review-
ers’ criteria for defining when such things as case writeups were
"prompt" or when "significant tsime lags" occurred ranged anywhere
from 2 weeks to 3 months. IRS guidelines instruct reviewers to
assess promptness in a manner that is "* * * consistent with the
complexity of the case and the appeals officer's workload." Be-
cause reviewers normally look at the work of appeals officers
from branch offices other than their own, five reviewers from
the branch office level said they have no way of knowing, from
the material they review, how the appeals officer's workload in-
fluenced management of the case. Another example is the assign-
ment of cases to appeals officers. Cases received by the branch
office are screened by the chief to establish what grade level
the appeals officer should be to handle the case. This grade
level is to be determined by the difficulty of the issues in-
volved as well as by the amount in dispute. Nine reviewers told

l/"IRS Can Improve Its Process For Deciding Which Corporate Re-
turns To Audit" (GGD-79-43, Aug. 3, 1979).
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nore the case management factor which asks for an as-
f whether or not the complexity of the case was con-
sistent with the grade of the appeals officer who handled it.

Emphasis on review guidelines varies

IRS review guidelines do not direct reviewers to emphasize
any particular evaluation factor or category. Nevertheless, some
regional offices place more importance on certain review factors
than on others. Of the six Appeals regional offices we visited,
the regional directors or their designees indicated that the
policy in three regions is to emphasize all evaluation factors
equally. On the other hand, the responses of regional directors
or their designees in two regions indicated that those two re-
gions place extra emphasis on case management factors. Responses
from the remaining region indicated that it considers technical
factors most important during the review. Because most regional
offices do not supplement IRS review guidelines with anything
more than oral instructions to reviewers, reviewers have their
own ideas about which evaluation factors should be emphasized.

Only six reviewers said they attempt to give equal emphasis
to all evaluation factors. Ten reviewers considered technical
evaluation factors more important than the other factors. Two
reviewers thought case management factors are more important,
and six other reviewers singled out such specific factors as de-
cision quality or uniformity and consistency for added emphasis.

The problems reviewers identified with our test cases re-
flect the differences in emphasis discussed above. One reviewer
who told us case management factors are very important and who
identified a total of 10 problems when reviewing our test cases
classified 7 of the problems as case management problems. He
classified only 3 of the 10 as technical problems. ~ Another re-
viewer from the same region believed that technical factors
should receive the most attention during post reviews. Accord-
ingly, he identified 12 problems when reviewing our test cases,
11 of which involved technical evaluation factors.

Some reviewers believe more guidance
would improve post reviews

We asked the reviewers if portions of the review guidelines
needed to be more clearly defined. Three of the reviewers told
us they believe post review results would be more meaningful if
the IRS guidelines were more specific about how reviewers should
judge cases. One reviewer suggested that a useful approach to
case evaluations would be to rate each evaluation factor shown
on the standardized review worksheet against a scale, such as
high, average, or low. Another reviewer thought "high quality
decision" is not adequately defined in the review guidelines
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and suggested that both positive and negative aspects of deci-
sions should be listed. A third reviewer suggested expanding
the reviewer's comment sheet to include all items listed in the
review guidelines for a simpler and more comprehensive presenta-
tion of the reviewer's opinion of the case-

Two reviewers said that some of the factors covered in the
IRS review guidelines are too broad to be effectively applied.
One believed that reviewers could not evaluate uniformity and
consistency when they only examine a small sample of the cases
containing any number of different issues. The other reviewer
said that the technical evaluation factor calling for a clear
and concise writeup supporting the appeals officer's decision
in the case could cover a "multitude of sins."

In one region, reviewers use charts to record their evalua-
tions of cases and then prepare their comment sheets from the
charts. These charts clearly indicate compliance or noncompli-
ance with such IRS standards as prompt conferences and followup.
The charts also provide such information as number and types of
issues involved. All this information, however, is not neces-
sarily presented on the reviewer's comment sheet.

Another region has devised a method for its supervisors to
rate the quality of settlements. The method rates the appeals
officers performance on individual cases by factors such as the
quality of the decision, the report, and the case management
using a five-point scale ranging from outstanding to unaccept-
able.

We believe that if Appeals adopted a method of recording
post review results similar to either of the ones described
above, it would help reviewers more accurately record their
opinions and also provide more useful data on the cases re-
viewed.

Variations in case selection limit the
usefulness of regional reviews to management

Because Appeals regional directors have full control over
their respective regional reviews, the results reported are very
dissimilar. The national office receives semiannual reports on
the results of the regional reviews but can do little with the
data due to the wide variations in the scope and methodology of
the reviews. The reviews are therefore of limited use as a qual-
ity control tool at the national level.

The various methods the regions use to select cases for re-

view influence the focus of the review and the number of cases
reviewed. For example, a review of all fraud penalty cases would
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likely involve a small number of cases and would focus on how uni-
formly and consistently a region treated cases containing fraud
penalties. In contrast, a review of all the cases ¢losed out in
a single branch office during a given month would involve far
more cases but it would be difficult to evaluate uniformity and
consistency since the cases would involve many different types

of issues.

In practice, the regions do use a variety of methods for
selecting cases to be post reviewed. For example, during the
regional post review period ended March 31, 1979, four regions
used a random sample method as part of their selection process
while a fifth region selected virtually all dispositions for a
l-month period. For this same period, the two remaining regions
selected cases possessing a particular attribute, such as Appeals
issuing a statutory notice. In addition, the number of cases
reviewed by the regions varied from less than 150 to over 700.

Reports to the national office
cannot be consolidated or compared

Although IRS guidelines specify the format for reporting
regional post review results, the regional reports bear little
resemblance to each other in either format or content. The In-
ternal Revenue Manual states that regions are to report the num-
ber and types of cases reviewed; the number of reviewer comments
by type of case and by category of comment (i.e., number of com-
ments concerning technical evaluation factors and case management
factors); and finally any general observations, conclusions, and
recommendations. We noted, however, that all the regions do not
follow the manual guidance on reporting.

While some regional reports are very detailed, others are
extremely brief. One region reports the number of cases and com-
ments without explaining the nature of the comments. In addition
to providing the statistics requested, another region summarizes
each exception taken by the reviewers and attaches the reviewers'
comment sheets. A third region does not furnish the total number
of reviewers' comments or exceptions.

Exception statistics, for those regions which count and re-
port reviewers' comments as IRS requires, are not comparable be-
tween regions. Since IRS has not defined how reviewers' comments
should be counted for evaluation purposes, the numbers reported to
the national office mean different things for different regions.
For example, two regions count the number of cases commented on
rather than the number of comments while other regions count and
report each individual comment. ’

The person responsible for monitoring review reports in the
national office acknowledged that the reviews lacked uniformity.
He said he does not attempt to perform comparative analyses of
the results reported "because of this lack of uniformity."
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Post review results not effectively
communicated to appeals officers

Very little, if any, feedback reaches the individual appeals
officers. This lack of communication dilutes the usefulness of
regional post reviews as a quality control mechanism. Regional
post reviews identify problems with the quality of Appeals deci-
sions, with procedures followed and supporting statements, and
with the way cases are managed in Appeals. Problems identified
on any of these areas should be communicated to the staff respon-
sible for the deficiencies and to other Appeals offices to help
improve overall performance. Although the regional offices dis-
seminate varying amounts of information to their own branch of-
fices, they do not share any post review results as a quality
control mechanism between regions. The national office also does
not communicate regional review results to the staff responsible
for deficiencies or to other Appeals offices.

Feedback on review results is
not circulated to other regions

Information on problems discussed in regional post review
reports could help appeals officers in other regions to correct
mistakes and learn what pitfalls to avoid. Such information
could also help branch and regional management identify situa-
tions to watch closely. The following examples describe some
types of information contained in regional post review reports
that would be helpful to Appeals personnel in other regions.

--A November 1979 report noted that an appeals officer's
weak case could have been strengthened for the Government
if the officer had considered an IRS ruling and the court
decision on which the district counsel attorney eventually
settled the case.

-=A July 1979 report highlighted cases where the appeals
officer appeared to have made some arbitrary concessions
to settle cases.

-—-A February 1980 report provided information on how the
region settled all cases involving contributions to in-
dividual retirement accounts. The analysis showed Appeals
always sustained the findings of the district office and
cited a recent court opinion which was helpful in set-
tling this type of case.

A reason why the regional review results are not circulated
to other regions is that the national office has not found infor-
mation in the regional reports to be of nationwide significance.
Nevertheless, several regional officials contacted expressed an
interest in learning about the problems other regions address in
their post reviews because the problems discussed could give them
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new ideas of areas to cover in their own regional reviews or
allow them to compare similar issues. They suggested that sta-
tistics on how a region is settling a given issue could be use-
ful to other regions for purposes of assessing uniformity and
consistency.

Feedback to branch office
level is limited

Regional feedback to branch offices varies in scope and con-
tent from region to region. One regional office prepares sepa-
rate memorandums for each branch office. The branch chiefs in
this region thus only learn about review results which pertain
to their own offices. Another region prepares a synopsis of re-
view results for branch chiefs that discusses reviewers' comments
on all the cases and provides the regional director's general ob-
servations on problem areas that have been identified. A third
region furnishes the branch offices with copies of the report to
the national office as well as with copies of all the reviewers'
comment sheets. Officials at two of the three branch offices in-
cluded in our review told us they would like more feedback on re-
gional post reviews and on the overall quality of the branch of-
fice's work.

Individual appeals officers in all of the regions receive
feedback on post review results only if the branch chief believes
it is appropriate. None of the regional offices we visited took
steps to insure that appeals officers see review results. How-
ever, six out of eight branch office supervisors told us they
would share reviewers' comments with appeals officers through
group discussions or, alternatively, on an individual basis if
a definite trend is identified in one person's work.

Although some feedback is given, our work at the three
branch offices indicates that regional post reviews are not a
significant source of feedback to appeals officers on the qual-
ity of their work. The appeals officers' responses to our ques-
tionnaire show that regional post reviews were a source of feed-
back to the staff on less than 1 percent of the cases settled by
the three branch offices during fiscal year 1979.

National office plans revisions
to improve regional post reviews

As a result of our work and feedback from other sources,

the Director of Appeals agrees that more guidance is needed to
improve the consistency of the review and the usefulness of the
results. Accordingly, he said that he plans to standardize re-
gional post reviews but still allow the regions the flexibility
to address local problems as well. The purpose of the standard-
ized portion of the regional reviews will be to produce statisti-
cally projectable results which will better document the quality
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of Appeals settlements nationwide. The Director said that he
does not plan to furnish feedback to the regions on their post
reviews until better guidance is issued concerning what is ex-
pected from the reviews.

NATIONWIDE SPECIAL I1SSUE POST
REVIEW NEEDS IMPROVEMENT

Nationwide special issue post reviews are not designed to
serve as a comprehensive assessment of Appeals case settlements.
The intent of this review is to evaluate the uniformity and con-
sistency of Appeals settlements involving a few issues. Never-
theless, within these parameters nationwide reviews can serve as
a management control. However, we identified two factors which
reduce the usefulness of this type of review as a control mechan-
ism. These factors are

--reviewers frequently do not have enough information to
properly evaluate case settlements, and

~-muich of the information gathered during the reviews is
not reported back to the field personnel who handled the

cases.

Nationwide reviews are conducted on a rotating basis by the
seven regional Appeals offices. Issues reviewed are selected by
the national office from regional suggestions as well as from
issues (1) on which appeals officers have frequently requested
technical assistance, (2) in which the national office has spe-
cial interest, and (3) which are most frequently appealed. Each
region then forwards appropriate documentation for cases involv-
ing the designated issues to the reviewing region. Cases for-
warded are those closed in the previous 6 months.

Nationwide special issue post reviews are of limited scope.
For example, the special issue post reviews covered only nine is-
sues involving 1,105 cases in fiscal year 1979, a very small por-
tion of the available issues and cases. For the same period,
over 46,000 cases involving thousands of tax issues were closed
out by Appeals.

IRS officials believe that their current approach to per-
forming nationwide post reviews makes the most effective use of
the limited resources available to conduct these reviews. They
believe that by concentrating on a few issues representing the
more difficult and complex Appeals decisions, the nationwide re-
views are covering a substantial portion of existing quality
control problems. Managers at the regional and national office
level told us that IRS cannot increase the number of issues ex-
amined using nationwide reviews because the staff and time needed
to do so would be too great. Furthermore, the national office
staff is unwilling to consider reviewing fewer cases per issue
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to increase the number of issues covered because the purpose of
nationwide reviews is to insure uniform and consistent treatment
of issues. Accordingly, they believe that all cases involving

a given issue should be examined.

Case documentation is
inadequate for reviews

Reviewers and national officials told us that supporting
statements, which document Appeals actions on a case, generally
should provide sufficient information for a post review. The
Internal Revenue Manual defines the supporting statement as an
internal report which explains the appeals officer's conclusion
for disposition of a case. The manual leaves the length and con-
tent of supporting statements up to the appeals officer's judg-
ment. It suggests that statements discuss the issues before
Appeals, the proposal for settlement, facts, applicable laws,
pertinent regulations and rulings, the merits of the issues,
special features, recommendations, and conclusions.

On several recent nationwide reviews, a frequent problem
reviewers identified with the cases they reviewed was insuffi-
cient information in the supporting statement to assess whether
the disposition of the case was proper. In fact, each of the
five post review reports from September 1977 through September
1979 we reviewed contained references to problems with support-
ing statements. The nationwide review report for the period
ending March 1979, for example, mentioned several times that the
actions being taken were not adequately explained or justified
in supporting statements.

The reviewers conducting one of the reviews decided to re-
quest administrative files because one-fourth of the supporting
statements included in their review were so inadequate that cases
could not be properly analyzed.

The administrative file is IRS' most complete source of in-
formation about a tax case. This file contains the tax return,
the examiner's report and supporting workpapers, the taxpayer's
protest or petition, the appeals officer's workpapers, and notes
on conferences held at Appeals.

In practice, however, reviewers request administrative files
very infrequently because of the time and trouble involved in
obtaining them from IRS Service Centers or Federal Records Cen-
ters. For the five nationwide post reviews, the reviewers used
administrative files only once. 1In the single instance in which
the administrative files were used, the reviewers had difficul-
ties in obtaining the 24 administrative files. This difficulty
caused the final post review report to be delayed for several
months.
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The Director of Appeals said he is not satisfied with the
quality of supporting statements and is aware of the problems
reviewers have had. He believes that requiring better supporting
statements could be a more efficient solution than requiring the
use of administrative files on all cases under review. He main-
tained that although the decision to request administrative files
should be an option open to reviewers, the supporting statements
should continue to be the main source of information of post re-
views.

No assurance that appeals officers receive
feedback to help improve future performance

Post reviewers compile notes and comments on individual set-
tlements into a report describing general trends they observed
in each issue area and the specific problems or exceptions they
identified. The reports usually show the number of exceptions
by region but do not identify which branch offices settled the
problem cases. The Director of Appeals attaches a cover letter
highlighting national office views on the review results and dis-
tributes this package to the regional directors of Appeals for
their information and action.

The Director of Appeals expects the regional directors to
disseminate information on the nationwide reviews to their staffs
and to take any necessary followup action. Regional officials
stated that the reports are not specific enough to be useful to
them but they do circulate the reports to their branch chiefs.
The branch chiefs, in turn, are responsible for advising appeals
officers of post review findings.

We found no indications that individual branch office ap-
peals officers received specific feedback on the settlements they
handled which were included in the national reviews. The results
of our appeals officer questionnaire showed that nationwide post
reviews were never a source of feedback on fiscal year 1979 set-
tlements. Officials in two regions attributed this to the fact
that the information received on nationwide reviews is too gen-
eral to evaluate at the branch office level and that they cannot
always determine which branch office handled the cases to which
the reviewers took exception. This may be true; however, the
national office retains the reviewers' comment sheets and can
break down review statistics according to branch offices if the
regions so desire.

CONCLUSIONS

IRS could more effectively use its post reviews to monitor
appeals decisions. The present form of the reviews, however,
limits their potential usefulness. Before the post reviews can
be relied on as an accurate indicator of the level of uniformity
and consistency being achieved, IRS needs to revise both reviews
so that they are more useful to all levels of Appeals.
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Currently, there is too much variation in the regional post
reviews, and, as such, the national office has difficulty compar-
ing results. Specifically, vague review guidelines allow review-
ers' opinions and interpretations to play too great a role in the
review process, both in judging the uniformity and consistency
of settlements and in recording review results. IRS needs to im-
prove post review guidelines so that reviewers have a clearer
understanding of what standards they should measure Appeals set-
tlements against. Establishing more specific measures of mate-
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be recorded as well as an improved form for recording these re-
sults would also provide more meaningful documentation of the
reviewer's assessments.

Variations in selection of cases for post review and report-
ing practices among regions make it difficult to consolidate re-
gional results to produce data on the uniformity and consistency
of Appeals settlements nationwide. IRS should introduce some
standardization into the regional review process so that data
can be generated on the overall level of uniformity and consist-
ency the Division is achieving. But, before this can be done,
appeals officers must adequately document the rationale for
their settlement decisions.

Finally, Appeals does not routinely insure that appeals
officers and managers receive feedback on either regional or
nationwide post reviews and that corrective action is taken on
review results. Feedback to appeals officers and supervisors
could be more effective if more comprehensive review results
were disseminated to them. Such feedback would enable appeals
officers to correct deficiencies in their work as well as improve
their performance by learning from problems encountered by others.
Also, regional review would be of more value if all regions were
informed of the review results of other regions.

Through our work and its own effort, IRS' national office
has already become aware of some of the weaknesses discussed
above and is planning corrective action. IRS should continue
its current plans to improve the post review programs and
should insure that any planned revisions cover the problem
areas we identified.
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PROPOSALS TO THE
COMMISSIONER OF INTERNAL REVENUE

In a draft of this report, we proposed that the Commissioner
of Internal Revenue:

--Furnish more guidance to appeals officers on the informa-
tion needed in supporting statements to adequately explain
action taken on cases in order to improve file documenta-

tion quality.

--Revise the system for recording regional review results
so that reviewers can communicate their results more ac-
curately and uniformly.

--Establish criteria for consolidating and reporting re-
gional review results to produce data which can be fur-
ther analyzed and compared at the national office level.

~-More clearly define the standards against which settle-
ments are measured.

~-Improve appeals officers' awareness of new technical in-
formation by providing branch supervisors and appeals
officers with comprehensive information on the results
of all regional post reviews.

--Furnish a synopsis of all regional review results to Ap-
peals regional directors so that each region can benefit
from the collective review effort.

AGENCY COMMENTS AND OUR EVALUATION

IRS agreed with the above proposals regarding management re-
views. The following actions taken by IRS should improve the
Appeals post review process.

--IRS substantially revised its manual for preparing sup-
porting statements. According to IRS these revisions
will improve the quality of the appeals officers' write-
ups explaining and supporting the bases for decisions
rendered in cases.

--IRS revised its manual to specify how regional review re-
sults will be recorded and reported.

--IRS revised its manual for regional reporting requirements
to insure that specific information is uniformly covered.
According to IRS, the quality of regional reports will
continue to be closely monitored at the national office
level.
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-~IRS better defined standards by requiring reviewers to
measure settlements in accordance with Post Review Guide—
lines.

-~IRS revised its manual to require regions to provide
appeals officers with comprehensive information on the
results of the regional post review.

IRS also said that it would disseminate the regional post review

findings to all regions so that each region can benefit from the
collective reviéw.
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CHAPTER 5

TAXPAYERS ARE GENERALLY SATISFIED

WITH THE RESULTS OF THEIR APPEALS

In order for our tax system of voluntary self-assessment to
function, the administration of the tax laws must not only be
fair, but must also be perceived by the taxpayers as being fair.
However, there is considerable congressional concern that tax-
payers feel dissatisfied with their treatment by IRS.

Numerous pieces of legislation have been proposed in both
the House and the Senate to help safeguard taxpayer rights and
insure impartial treatment by IRS. Such proposals often con-
tained (1) measures to increase taxpayer satisfaction with the
convenience and quality of IRS' service, and (2) procedures to
allow taxpayers to recover the costs of resolving disputed audits.

The majority of individual taxpayers we contacted were sat-
isfied with the gsettlements they received and their treatment by
Appeals personnel. Although some taxpayers expressed dissatis-
faction with how their appeals were handled, most of the dis-
satisfaction focused on the amount of time required for case
settlement. Thus, measures intended to increase taxpayer sat-
tisfaction should be designed to concentrate on areas where
the timeliness of the audits and appeals process could be im-
proved.

The majority of taxpayers who responded to our question—
naire were not represented by a tax professional in their ap-
peals. The most frequent reason taxpayers gave for why they
were not represented was because they thought they could deal
with IRS themselves. According to our analysis, whether or
not a taxpayer had a paid professional to represent him or her
did not influence either the rate of settlement or the taxpay-
er's satisfaction with the final outcome of the appeal. A num-
ber of the respondents, however, said that the major reason they
agreed to the settlement was that they could not afford to plead
their cases in the courts. Relating to this, both Houses of Con-
gress have recently passed bills which provide for reimbursing
legal fees to certain taxpayers who prevail in the Tax Court.

CONGRESSIONAL INTEREST IN
IRS' TREATMENT OF TAXPAYERS

The Congress has shown extensive concern with protecting the
rights of taxpayers in their dealings with IRS. Over the period
1977 to 1980, Members of both the House and the Senate proposed

47




over 15 pieces of legislation designed to safeguard taxpayer
rights. These legislative proposals were generally intended to
make taxpayers more aware of their rights as well as to restruc-
ture some legal avenues and IRS procedures to put taxpayers on a
more equal footing with IRS. Similar provisions in the various
pieces of legislation proposed the following:

--Preparation and distribution of pamphlets which explain
in nontechnical terms the procedures, rights, and obliga-
tions of both IRS and taxpayers during audits, appeals,
refund claims, and other actions which can result in tax-
payer complaints about how the IRS enforces revenue laws.

~~Establishment within IRS of an Office of Taxpayer Services
or a similar group to serve as an advocate for taxpayvers.
Responsibilities of this Office would include answering
questions and providing taxpayers with tax and audit in-
formation as well as locating documents or payments sub-
mitted to IRS. Additionally, the Office would be respon-
sible for surveying taxpayers to evaluate the quality of
IRS' gervice and for providing personnel in local IRS of-
fices to receive, evaluate, and take action on complaints
concerning IRS.

--Requirement that interviews be scheduled upon request be-
tween taxpayers and IRS at locations and times most con-
venient to the taxpayers.

~-Reimbursement of legal costs to taxpayers who prevail in
disputes involving tax issues. 1/

Although IRS supports the principles on which these propos-
als are based, it opposes some of the proposals either because
it feels that present IRS procedures and practices are sufficient
or that the potential benefits would not justify the anticipated
cost. IRS supports the concept of reimbursing taxpayers for the

1/Two laws have been passed which allow for the reimbursement of
legal fees to certain taxpayers who prevail against IRS in court.
The Civil Rights Attorney's Fees Awards Act (1976) has been in-
terpreted so narrowly that very few taxpayers have qualified
for reimbursement. The Equal Access to Justice Act (1980) ef-
fective October 1, 1981, is not clear as to whether it covers
reimbursement to taxpayers who prevail in the Tax Court, where
most tax cases are tried. Both Houses of Congress have recently
passed bills which essentially provide for this relief. On
‘May 19, 1982, conferees from the House of Representatives and
the Senate met to consider passage of the subject legislation
(H.R.4717). As of July 16, 1982, this legislation had not been
reported out of the Conference Committee.
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costs of resolving their disputes with IRS in court, providing
that adequate safeguards are present to prevent Tax Court con-

gestlon. Some sareguaras IRS feels would be necessary include
settlng celllngs on the amount of recoverable costs, requiring

that IRS' actions be shown to be unreasonable, and allowing re-
covery only after exhaustion of all administrative remedies.

The information we obtained from individual taxpayers who
appealed their audits may help in determining what kind of legis-

lative measures are needed to assist taxpayers.

MOST TAXPAYERS VIEW THE RESULTS

T YT T Y TLIAYN R T Y YR YT

OF THEIR APPEALS FAVORABLY

We assessed taxpayer satisfaction with the appeals process
by asking our sample group of 422 individual taxpayers to express
their opinions on the following aspects of their cases:
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terms of IRS' interpretation of the facts or legal issues
involved.
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Most of the taxpayers were satisfied with the courtesy and
competency of appeals officers, and a majority of them were sat-
isfied with the terms of the agreement. Fewer than half, however,
were pleased with the amount of time it took to settle their
cases.

A number of factors i/ caused taxpayers to be satisfied
or digsatisfied with various aspects of the appeal, but no one
factor greatly influenced the taxpayers' satisfaction with any
aspect of their cases. In fact, our analysis did not show a
statistical relationship for some factors which we expected
to influerice taxpayer satisfaction, such as how much proposed
adjustments were changed by Appeals in final settlements.

E/We used regression analysis to test the influence that several
factors had on various aspects of taxpayer satisfaction. Our
analysis postulated that as certain factors had more or less
influence in the case, there would be a corresponding change
in the level of reported taxpayer satisfaction. For example,
using this type of analysis we were able to determine that the
more frequently taxpayers noted problems with gathering addi-
tional documentation in support of their case, the more likely
they were to be dissatisfied with the appeals officers' cour-
tesy and competency.
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Taxpayers report high satisfaction with
appeals officers' courtesy and competency

As shown below, we estimate that 95 percent of the individ-

ual taxpayers at the three lccations were satisfied with the
appeals officers' courtesy.

Taxpayers' Satisfaction With The
Appeals Officers’ Courtesy

Docketed Nondocketed All taxpavers
——————————————— (percent)e=eeemmram e
Very to generally
satisfied or neutral 94 95 95
Very to generally
dissatisfied 6 5 5
Total 100 100 100

As shown below, almost as many taxpayers, or 88 percent,
were satisfied with the appeals officers' competency.

Taxpayers' Satisfaction With The
Appeals Officers' Competency

Docketed Nondocketed All taxpayers
——————————————— (percent)-—-=mrecmmmm e ———
Very to generally
satisfied or neutral 89 88 88
Very to generally
dissatisfied 11 12 12
Total 100 100 100
ag——— ——
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We asked taxpayers to give us the reason that best described
why they settled their cases at the Appeals level. The table be-
low shows that about a third of the responses attributed the main
reason for the settlement to the fact that the appeals officer
either listened to the taxpayer's side of the argument or better
explained the facts and issues.

Taxpayers' Reasons for Case
Settlement at the Appeals Level

Taxpayers' reason for agreeing to settlement Percent

I felt IRS was more willing to compromise. 10

I felt the appeals officer explained the facts
and issues better. 6

I felt the appeals officer listened to my side

of the argument. 27

I was able to present information not previously
available. 7
I believed it would be too costly to continue. 22
I did not want to go to court. 10
Other _18
Total 100
B

Most taxpayers were satisfied
with their settlements

We asked the taxpayers in our sample to assess their over-
all satisfaction with their settlements in terms of two catego-
ries:

~-~-Satisfaction with the dollar value of the settlement.

--Satisfaction with IRS' final interpretation of the facts
or legal issues involved.

As shown below, almost two~thirds of the taxpayers who re-

sponded said they were satisfied with the dollar amount of the
settlements.
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Taxpayers' Satisfaction With the
Dollar Amount of the Settlements

Docketed Nondocketed All taxpayers
——————————————— (Percent)-=——mmeemm e
Very to generally ‘
satisfied or neutral 70 60 63
Very to generally
dissatisfied 30 40 37
Total 100 100 100

Note: Sampling errcr does not exceed + 11.5 percent.

Slightly fewer taxpayers were satisfied with IRS' final de-
termination of the factual or legal issues in question. As shown
below, 55 percent of the taxpayers who answered this question
were satisfied.

Taxpayers' Satisfaction With IRS'
Determination of Factual or Legal Issues

Docketed Nondocketed All taxpavyers
——————————————— (Percent ) ~==—m=meemm—————
Very to generally
satisfied or neutral 67 50 55
Very to generally
dissatisfied 33 50 45
Total 100 100 100

————— ————— A———

Note: Sampling error does not exceed + 12 percent.

As shown in the two tables, there were some differences in
the degree of satisfaction expressed by taxpayers with docketed
and nondocketed cases. However, these differences did little to
explain taxpayer satisfaction with either aspect of the settle-
ments.

Almost a third of the taxpayers cited the cost of continuine
to dispute IRS' position and a desire to avoid going to court as
the reasons which best explained why they settled their cases at
the Appeals level. However, these factors were not found to be
statistically significant in explaining taxpayer satisfaction with
the dollar amount of the settlements and the final interpretation
of facts or issues.
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We found no significant association between the level of
taxpayer satisfaction with the percent of settlement or the final
resolution of issues and such factors as the lccation of the
appeal, the taxpayer's income, and whether or not the taxpayer
retained professional representation.

Taxpayers are not satisfied with
the time it took to settle the cases

A majority of the taxpayers were dissatisfied with the
amount of time it took to settle their cases, as shown below.

Tax¥payvers' Satisfaction With the
Time Taken to Settle Their Cases

Docketed Nondocketed All taxpayers

————————————— (Percent )=-—=vmmeme e
Very to generally
satisfied or neutral 59 43 47
Very to generally
dissatisfied 41 57 53
Total 100 100 100

Note: Sampling errcr does not exceed + 12.5 percent.

We asked taxpayers to assess the seriousness of any time-
related problems they encountered in appealing their cases either
because they were required to be away from their work or business
or because of the distance they had to travel. As shown below,
about a fourth of the taxpayers considered these aspects of set-
tling their cases to be moderate problems, and a similar number
considered them serious or very serious problems.

Seriousness of Time Problems at Appeals

Little to Moderate Serious to very
some prcoblem problem serious problem

—————————————— (percent)—-—m—mme————————
Time lost from work
or business 49 24 27
Travel time or distance 53 27 20

Specifically, our analysis showed that the more serious a
prcblem taxpayers had with time lost from work or business, the
more likely they were to be dissatisfied with the overall amount
of time it took to settle the cases.
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We could not determine the total amount of time required to
settle the cases because many of the case files did not contain
sufficient information, particularly at the Examination level.
However, some taxpayers made the following comments on the amount
of time it took to resolve their cases.

"[It] took 1 year for [the examiner] to get audit
data to me. [It] took [an] additional year for [thel]
supervisor to get [the case] to Appellate Division.
Took two more years to get [through] Appellate.

Total length of time from initial meeting on audit
to settlement-~four and one-third years."

"IRS kept changing agents and [attorneys]. I had
to start from scratch with at least six different
individuals over the 4-year process."

"I felt I had to waste a lot of time dealing with IRS
personnel who did not have authority to settle the
case in my favor."

"The IRS takes their [time] reviewing these cases--
months and months between answers. During this time,
interest is piling up. I feel this [is] extremely
unfair."”

REPRESENTATION NOT ESTABLISHED AS A FACTOR
INFLUENCING TAXPAYER SATISFACTION

A number of Members of the Congress have expressed concern
with how well taxpayers are able to deal with IRS and with tax-
payers' ability to afford the cost of resolving disputed audits.
Much of this cost involves retaining professional representation,
such as an accountant or attorney.

A majority of the taxpayers in our survey were unrepresented.
Although some taxpayers told us they were not represented because
of cost, most were not represented because they felt they could
deal with IRS themselves. Further analysis of their responses
showed that taxpayers who were represented were not more satis-
fied than unrepresented taxpayers were with either the terms of
the settlement or with how IRS personnel resolved the case. Fur-
thermore, our analysis discussed in chapter 2 failed to show
that representation influenced changes in the variations in fi-
nal settlements at Appeals. In other words, taxpayers who set-
tle at the Appeals level appear to obtain about the same results
whether or not they are represented.

Why taxpayers were unrepresented

Fifty-five percent of the individual taxpayers we questioned
did not have a tax professional, such as an accountant, lawyer,
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or enrolled agent, representing them at meetings with IRS audi-
tors at the Examination level. The number of taxpayers unhrep-
resented in meetings with Appeals dropped sliahtly to 53 percent.

We asked unrepresented taxpayers what reasons best explained
why they decided to handle their own audits and appeals. Almost
half responded that they did not have a representative because
they felt they could deal with IRS themselves. An additional 20
percent of the unrepresented taxpayers said the ccst of profes-
sional help was the reason.

As previocusly noted, cost was alsc a factor when we asked
taxpavers to state the reason that best describes why they de-
cided to settle at Appeals. Twenty-two percent said they set-
tled bhecause it was too costly to continue. Much cof the concern
with cost centered on representation. A fourth of all respond-
ents cited the expense of professional representation as a seri-
ous problem. Comments we received from taxpayers also indicated
that some decisions to settle had more to do with the cost of
representation than with agreements with IRS. Some of these
comments follow:

"I paid the tax because I felt I had no choice. I
did not agree with their findings * * * I felt that
the low income taxpayer does not have any choice,
because they do not make enough to pay a lawyer and,
therefore, IRS has the upper hand."

"If we could have afforded even $500, we could have
beaten them hands down. We were told this by two
tax lawyers and a CPA."

"I chose not to go any further with this matter be-
cause my tax bill was reduced * * * Thus, at this
point, I felt I would need an attorney to go further
and his fee would most certainly be more than the
final tax bill."

Representation shown not to
influence appeals results

Althoucgh some taxpayers believed they would have fared bet-
ter beyond the Appeals level if they could have afforded the rep-
resentation that would have allowed them to continue to contest
proposed IRS adjustments, our analysis did not indicate a rela-
tionship between settlements made at Appeals and whether or not
the taxpayer was represented. Nor could we show that taxpayer
representation during appeal was a significant factor in ex-
plaining taxpayer satisfaction with such aspects of settlements
as the courtesy and competency of appeals officers, the dcllar
amounts and explanations of settlements, and the time it took to
settle the cases.
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The appeals officers who settled the cases in our sample
agreed that the amounts of final settlements for unrepresented
taxpayers would not have been materially different if the taxpay-
ers were represented. They did feel, however, that about a third
of the unrepresented taxpayers would have benefited at least mod-
erately from the improved organization of cases and understanding
of the tax issues which representatives would prcvide. Their
comments are summarized below.

Appeals Officers' Comments on Extent to Which
Representation Would Have Helped the Taxpayer

Unknown or

Little Large to no basis
to small Moderate very large to judge
—————————————————— (Percent)---==mmecccmee e

Taxpayer would

have better

understanding of

legal aspects of

the case 63 19 15 3
Taxpayer's case

would have been

better corganized

and/or presented 68 15 14 3
Settlement would

have been more

favorable to the

taxpayer o8 0 0 2

Most taxpayers' decisions to
be represented would not change

Most taxpayers' decisions to be represented or not would not
change even after their experiences of being audited and subse-
guently appealing their cases. We questioned the taxpayers at
the three locations as to whether their experiences would affect
their decisions to be represented or not in any future dealings
with IRS. We estimate that if the occasion arose, 81 percent of
the taxpayers who were represented at Appeals would secure repre-
sentation for future IRS appeals. Conversely, 66 percent of the
taxpayers who were not represented during the appeal would ccn-
tinue to be unrepresented in future dealings with IRS. These
figures indicate that the majority of taxpayers in both groups
plan to maintain the same status regarding representation in the
future as they had in the past.
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IRS INTERNAL, AUDIT REPORT
CONTAINED SIMILAR FINDINGS

A November 1980 study by IRS' Internal Audit Division re-
ported similar findings to ours on taxpayers' perceptions of
the appeals process. The study said that: (1) the taxpayers
contacted were generally satisfied with how Appeals resolved
their tax disputes; (2) unrepresented taxpayers generally felt
that the appeals system allowed them to adequately represent
themselves--only 7 percent of the unrepresented taxpayers said
in retrospect that they wished they had retained a representative;
and (3) the only area in which a notable problem existed was in
the excessive amount of time it took from when the taxpayer re-
quested an appeal until when an appeals officer got in touch with
the taxpayer.

The study could not determine where the delays occurred in
processing cases to Appeals. The study concluded, however, that
taxpayer relations could be improved by establishing servicewide
guidelines for sending disputed cases to Appeals in a timely man-
ner.

In response to the study, IRS' Assistant Commissioner for
Compliance said that a nationwide work planning and control sys-
tem was being implemented which will (1) allow closer monitoring
of unagreed cases and (2) insure they are moved to Appeals in
a timely manner. The Assistant Commissioner also said that a
change underway in the Examination Division's automated manage-
ment information system should assist in preventing processing
delays.

CONCLUSIONS

Taxpayer dissatisfaction with our tax system must be dealt
with because, if extensive, it could affect compliance with the
tax laws. We found that the majority of individual taxpayers
who appealed their cases were satisfied with the aspects of their
settlements that we gquestioned except the amount of time it took
to resolve their cases. Taxpayers also tended to be satisfied
with the terms of their settlements, although they were more sat-
isfied with the dollar amounts than they were with IRS' final
interpretations of the facts or legal issues in their cases.

The timeliness of IRS settlements was a major element influ-
encing taxpayer dissatisfaction with the appeals process. The
amount of time it took to settle cases was the only aspect of the
process we examined where a majority of taxpayers reported dis-
satisfaction. 1IRS is now taking steps to address the timeliness
of settlements.
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The docketed status of cases shown in chapter 2 to influence
the settlement rate did not have a similar influence on taxpayer
satisfaction. A higher percentage of docketed taxpayers than non-
docketed taxpayers were satisfied with the amount of their settle-
ments and with IRS' final interpretations of facts and issues as
well as with the amount of time their cases consumed. However,
these differences between docketed and nondocketed cases do not
appear to be major factors explaining taxpayer satisfaction.

Our analysis did not indicate a relationship between levels
of taxpayer satisfaction with their treatment by Appeals and nu-
merous other factors, including the amount of the settlement,
the taxpayer's income, and whether or not the taxpayer was rep-
resented.

The majority of the taxpayers were unrepresented. Only one
in five of the unrepresented taxpayers cited cost as the reason.
About half were unrepresented because they felt they could deal
with IRS themselves. Our study bears out this assumption.

Taxpayer representation was not found to have had an influ-
ence on the percent of dollar settlement. Also, our analysis
did not indicate a relationship between representation and tax-
payer satisfaction with Appeals handling of cases. Our analysis
indicated that unrepresented taxpayers were not unduly disadvan-
taged in their dealings with IRS at the Appeals level. The ma-
jority of taxpayers who were represented said they would continue
to be represented in future dealings with IRS, while a majority
of unrepresented taxpayers said they would remain unrepresented
in future IRS contacts.

However, many individual taxpayers who responded to our ques-
tionnaire indicated that they believed it too costly to continue
their cases. The cost of taking a case to court, therefore, may
have caused taxpayers to accept settlements they did not agree
with. Relating to this, both Houses of Congress have recently
passed bills which provide for reimbursing legal fees to certain
taxpayers who prevail in the Tax Court.
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APPENDIX 1 APPENDIX I

COMMISSIONER OF INTERNAL REVENUE
Washington, DC 20224
AR 1 498

Mr., William J. Anderson

Director, General Governmment Division
United States General Accounting Office
Washington, DC 20548

Dear Mr. Anderson:

Thank you for the opportunity to review your draft report entitled
"Changes to the Administrative Appeals Process Could Produce More Uniform
and Consistent Settlements.”

We have enclosed comments which address certain report findings and
recommendations. For the most part, we have already taken action on the
report recommendations, the substance of which have been addressed in
recent revisions to the Internal Revenue Manual as noted in our comments,
However, regarding the recommendation thdt there be supervisory review
of proposed settlements before agreement between the appeals officer and
the taxpayer, we feel that this would be impractical, would have the
effect of Inhibiting settlement of cases and duplicating effort in the
vast majority of cases where no difference occurs. This issue is more
fully addressed in our comments.

The report also includes a "Matter for Consideration by the Congress,” l/
which favors taxpayer recovery of attorney fees after exhaustion of
administrative remedies with no allowance for costs incurred during the
adminlstrative appeals process. Both Houses of Congress have passed
bills which essentially provide for this relief. We have been advised
that House and Senate conferees may consider the differences between
thelr respective bills shortly.

We hope our comments will be helpful to you in the preparation of
your final report.

With kind regards,

Sincerely,

e

Enclosure
As Stated Above

1/This "matter for consideration..." has been eliminated from the final report.
On May 19, 1982, conferees from the House of Representatives and the Senate
met to consider passage of the subject legislation (H.R. 4717). As of

July 16, 1982, this legislation had not been reported out of the Conference
Committee.
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Comments on GAQ Draft Report
Changes To The Administrative Appeals
Process Could Produce More Uniform

And Consistent Settlements

Uniform and Consistent Settlements

Finding by GAO

Appeals settlements are not always as uniform or consistent as
possible.

IRS Comments

GAO made a statistical analysis which suggests that taxpayers may
not be receiving consistent and uniform treatment in Appeals'
settlements. The report states on page 12 that GA0 "... found that
differences existed among locations as to how strongly six factors
influence the appeals settlement decision. These differences

raise additional questions as to whether settlements are uniform
and consistent.” GAO arrived at the six factors by asking Appeals
Officers and managers to give their opinions as to what factors should
be frequently considered in making settlement decisioms. They
were: need to foster voluntary compliance; quality of the case as
prepared by the examiner; complexity of the tax law; taxpayer's
credibility; hazards of litigation; and quality of the taxpayer's
documentation.

Based on a sample of Appeals settlements, GAO found that there were
statistically significant differences among Appeals locations on
how these factors influenced settlement decisions, indicating a lack
of uniformity in the use of the factors. For example, GAO found
that the quality of the case prepared by the examiner was considered
an important influence in 48% of the settlement decisions for
docketed cases in one location but was an important influence in
only 13% of docketed cases at another location. In another in-
stance, GAO found that the need to foster voluntary compliance was
a major influence in 55% of corporate nondocketed case decisions in
one office compared to 17% in another office.

Obviously, the reasons given as the major influencing factors in
the settlement decisions were not consistent in each location.
However, this does not support a conclusion in and of itself that
the settlements reached did not reflect the relative merits in the
positions taken by the taxpayer and the Govermment.
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k]

Of greater significance is the fact that the technical quality of
the settlements was not considered by GAO in reaching its conclu-
sion. This would appear desirable before a valid opinion could be
expressed on the uniformity and consistency of Appeals settlements.

2, Supervisory Case Reviews

Findings by GAO

(a) Branch supervisors are not taking full advantage of providing
feedback to improve or maintain the uniformity and consistency

of Appeals work.

(b) 1IRS guidelines do not specify how supervisors should monitor
the quality of individual settlements. Furthermore, supervisory
reviews of recommended settlements are often cursory in nature,
and documentation of the Appeals Officer's performance on the
case is very limited.

(c) Supervisory review takes place after the Appeals Officer has
concluded settlement negotiations with the taxpayer. This makes
it very difficult for the supervisor to introduce any substantive
change in the settlement proposal. In practice, Appeals super-—
visors only rarely alter proposed settlements on review.

Recommendations

We recommend that the Commissioner

-=- {initiate changes to existing guidelines to require, when possi~
ble, supervisory review of proposed decisions before an agreement
on the settlement has been reached with the taxpayer,

-~ require documentation of the supervisor's assessment of the case,

- require that regional managers monitor supervisory review pro-
cedures at the branch offices to insure that existing guildelines
and those to be generated are consistently applied and that the
depth and detall of the reviews being performed are adequate fo
insure that the settlements reached conform with IRS policy
regarding consistency and uniformity, and

-- more clearly define the standards against which settlements are
measured.
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IRS Comments

(a)

(b)

These findings are addressed in a proposed revision to the Appeals
Managers' Handbook, IRM 8(24)40.

Paragraphs 631.1 through 631.5 of the Handbook provide specific
guidelines for use Iin providing timely feedback to Appeals
Officers. Frequent workload reviews are required where serious
performance deficlencies have been identified in an Appeals
Officer's work. Even the most competent Appeals Officers are
subject to at least one workload review each year., Also, live
case reviews are prescribed for problem cases at any time the
case 18 under active consideration within the office.

Also, detailed instructions are given on how to conduct the reviews
and how to give appropriate and effective feedback (both
orally and in writing) to the Appeals Officer.

It is the principal responsibility of the Regional Director of
Appeals (RDA) to ensure that quality reviews are being made at the
branch office level., The National Office, under its coordina-
tion visitation program, also evaluates the performance of the
RDA in meeting this responsibility.

Paragraph 711.2 of the Handbook requires that the supervisor make
a review of sufficient depth to assure the correctness of the
action proposed by the Appeals Officer. The degree of the

review is tailored to the ability and experience of the Appeals
Officer and the characteristics (difficulty, etc.) of the
specific case. Regional post reviews are also provided for.

Paragraph 450 of the Handbook properly places the responsibility
on the supervisor to develop and encourage self-reliance and
independence on the part of the Appeals Officer. After re-
ceiving proper training and experience, the Appeals Officer is
expected to recommend dispositions which are fully acceptable

in the vast majority of cases.

Advice cr assistance from the supervisor should be required
only under circumstances that clearly warrant it. Appeals
Officers needing continuous close review are those with iden-
tified performance deficiencies, those going into new areas of
marked increased difficulty, and relatively new Appeals
Officers.
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Paragraph 711.3 of the Handbook provides instructions to the
supervisor for documenting on the case card an evaluation of
the manner in which the case was managed, decided and written-
up by the Appeals Officer. It stresses the importance for
making this evaluation, e.g., identifying possible areas of
weakneseg which call for further training, complimenting the
Appeals Officer on strengths demonstrated, and providing

facts to use when rating time comes. Comments are furnished
the Appeals Officer and discussed when appropriate to improve
performance. Comments are not necessary when the case handling
is fully acceptable but neither commendatory nor deficient.

Guidelines issued in the Appeals manual on May 26, 1981,
provide for review at the regional office level of both tech-~
nical and case management factors in the handling and review
of a case at the branch office. The case cards of both the
supervisor and the Appeals Officer, the supporting statement
and the administrative file are utilized by the Regional
Director of Appeals (RDA) in monitoring the effectiveness of
the supervisory reviews. The RDA informs the Appeals managers
of any discrepancies noted and i8 required to follow-up to
ensure that appropriate corrective action is taken.

In addition, IRM 8(23)50 was substantially rovised on March 19,
1981, to require that prescribed guidelines be followed
relating to the regional evaluation and reports on the opera-
tions of Appeals offices. It contalins an exhaustive list of
ongoing program and operational matters for the RDA to evaluate
for each Appeals office at least once a year. A written

report is prepared which must be discussed with the Chief of
the Appeals office. Two copies of the report are sent to the
Deputy Commissioner and an additional copy is sent to the
Director, Appeals Division for further monitoring, as required.

(¢) To place the Appeals function in its proper perspective, it
should be recognized that the majority of issues referred to
Appeals are debatable and rest upon judgment and opinion on
which reasonable and honest people may hold divergent views,
In this type situation, the supervisor ordinarily should not
substitute personal judgment for that of the Appeals Officer
when the latter is fairly supported by facts and applicable
law.
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An efficient Appeals operaticn must reduce to a minimum, as
early as possible, the number of cases which will ultimately
go to trial. Settlement of controversial cases ia large
numbers presupposes legitimate disputes. Often, there 1s
substantial uncertainty in the event of litigation as to how
the courts would interpret and apply the law, or as to what
facts the court would find. In these situations, a resolution
of the dispute involves concessions for the purpose of settlement
by both parties based on the relative strength of the opposing
positions. Therefore, if the supervisory review process shows
that the Appeals Officer understands and correctly applies
basic Appeals settlement philosophy, the Appeals Officer's
conclusions resting on judgment will.ordinarily be accepted
unless a different result is apparent or required for sake of
uniformity and consistency.

It should also not be surprising that a supervisor only rarely
finds it necessary to disapprove a recommended dispogition of
a case. Appeals Officers are encouraged to consult with and

+ learn from each other, particularly with respect to the
handling of unusual or difficult type issues. An Appeals
Officer will often learn from his supervisor whether or not a
similar type issue has been recently handled by another Appeals
Officer within the office. When this occurs, the Appeals
Officer may review the supporting statement in the closed
case. The supervisor 1s also available for special advice and
assistance when needed prior to the conclusion of settlement
negotiations. Furthermore, the Appeals Officer through train-
ing and experience and knowledge of the particular case is in
a position to work out a settlement proposal with the taxpayer
which only rarely should fall outside an acceptable range
and, thus, be overturned by the Appeals supervisor.

GAO has proposed that the supervisory review of a proposed
decision, when possible, take place before an agreement on the
settlement has been reached with the taxpayer. This proposal
suggests that the Appeals Officer first decide the case,

secure the supervisor's concurrence, and then attempt to
convince the taxpayer to accept the decision. This seems
impractical because the proposed decision is usually a negotiated
one reached at the conference table. During this process, at
least one of the parties, and frequently both, change their
position to some extent in order to reach a mutually acceptable
disposition of the case. GAO's recommendation would seriously
impede Appeals ability to negotiate settlements.
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3. Regional Post Reviews

Findings of GAO

{(a) Review guildance is too vague to be comsistently interpreted or
applied.

(b) Lack of uniformity exists in regional reports to National
Office.

(c) It is not possible to assess quality of settlements nationwide.
(d) There is no requirement that appropriate feedback from regional
post reviews be made available for use by the other regions in

avolding the same mistakes.

Recommendations

We recommend that the Commissioner

== revise the system for recording regional review results so
that reviewers can communicate their results more accurately
and uniformly;

- establish criteria for consolidating and reporting regional
review results to produce data which can be further analyzed
and compared at the National Office level;

-~ furnish a synopsis of all regional review results to Appeals
regional directors so that each region can benefit from the
collective review effort.

IRS Comments

(a) 1IRM 8(23)63(3)1i, issued on May 26, 1981, requires the regions
to take into account the specific Post Review Guidelines
listed in Exhibit 8(23)00-l. 1In addition, the National Office
recently issued Exhibit 8(23)00-2 reflecting required random
sampling procedures for regional post review to assure a
statistically valid coverage of closed cases. Coples of these
exhibits are attached.

The Appeals Officers' monthly inventory reports (Form 2568},
which reflect workload, are also available to reviewers when
needed to evaluate certain case management factors.

(b) IRM 8(23)63 provides specific regional reporting requirements
to the National Office of each region's post review. Certain
flexibility is built into such requirements in c=der to assure
all essential information is reported to the National Office.
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(c¢) Finding 3(c), on page 6, 18 nrt valid so long as regional
reports are timely submitted and contain all essential information
for the National Office annual summary report. The quality of
the regional reports will continue to be closely monitored at
the National Office level.

(d) The National Office will disseminate the reglonal post review
' findings to all regions. Visitations to regions by National

PR B b I B PR R, -3 . <3
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VIIlce persounel wilii €iiecilively monitor reeapack ana errecriveness.

4. Nationwide Special Issue Post Reviews

Findings by GAQO

(a) Documentation avallable to reviewer 1s insufficient to evaluate
the decision.

(b) ﬁa assurance that results are furnished by regions to Appeals
supervisors or discussed with Appeals Officers.

Recommendations

We recommend that the Commissioner

- furnish more guidance to appeals officers on the information
needed in supporting statements to adequately explain action
taken on cases in order to improve file documentation quality;

~=  lmprove appeals officers' awareness of new technical information
by providing branch supervisors and appeals officers with
comprehensive information on the results of regional post
reviews.

IRS Comments

(a) Finding (a) ebove, has been addressed in IRM 8(23)62.3(4),
issued on May 26, 1981, which provides for securing the
administrative file, when necessary, to determine the appropriateness
of the settlement.

IRM 8(21)00, Supporting Statements, was also substantially
revised on February 10, 1981,to improve the quality of the
Appeals Officer's write-up explaining and supporting the basis
for the decision reached in the case. National Office will
continue its strong emphasis on preparation of quality supporting
statements and closely monitor the region's performance in

this area through evaluation visits to each region. Compliance
with requirements for a quality supporting statement should
reduce significantly the need for administrative files during

the review process.
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5.

(b) IRM 8(23)63(1)(5), issued on May 26, 1981, requires each RDA
to ensure that Appeals managers and Appeals Officers receive
comprehengive information on the results of the regional post
review,

IRM 8(23)}62.4, requires the Regional Director of Appeals to
ensure that the results of the nationwide post review reports
are disseminated and discussed with all affected personnel.
This requirement will also be effectively monitored through
evaluation visits by the National O0ffice.

Taxpayers Are Generally Satisfied With The Results Of Their Appeals

Findings by GAO

(a) A vast majority of taxpayers Iinterviewed were satisfied with
Appeals Officers' courtesy and competency.

(b) Most taxpayers were satisfied with their settlement.

(c) A small majority were dissatisfied with the amount of time it
took to settle their case.

(d) A majority of taxpayers plan to maintain their same status
regarding representation at the Appeals level in the future as
they had in the past.

IRS Comments

The only problem area noted was the excessive amount of time
it took between the date the taxpayer requested an appeal at
the District Director level until the date when an Appeals
Officer contacted the taxpayer. GAO quotes an IRS Internal
Audit report which earlier had found that the delays occurred
in processing the cases to Appeals. It notes further that the
response by the Assistant Commissioner (Compliance) to this
finding stated that a nationwide work planning and control
system 18 being implemented which will (1) allow closer monitoring
of unagreed cases and (2) ensure that they are moved to
Appeals in a timely manner. Also, the report points out that
a change underway in the Examination Division's automated
management information system should assist in preventing
processing delays.
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8(23)00 Records and Peports page 8-337

Exhibit 8(23)00-1 (2-10-82)

Review Guidelines

I. Technical Evaluation Factors

(&) High Quality Disposition
(1) Nuisance settlament.
(2) New ishues raigsed consistent with Manual provisions.
(3] Settlerment adequately measures strengths of opposing positions.
4) Closing or Coliateral Agreements secured where appropriate.
5) Settlement in reconsideration cases consistent with prior evaluation.

(b) Uniformity and Consistency
(1; Taxpayers treated the same in docketed status as in nondocketed status.
{2) Disposition consistent with the treatment of the issues regionally.

(¢) Clear and Concise Writeup Supporting Decision
{1) Excessive Citations and Quotations,
2} Formal vs. Informal Supporting Statement, IRM 8(21)12.
(3) Waived issues identified rather than discussed.
{4) Initial discussion of facts in Law and Argument, IRM 8(21)26.
(5) Personal references and derogatory remarks avoided.

(d) Procedural Compliance
(1) Form 5402
a. Potential refund litigation cases properly identified.
b. Approgriate agreement form secured.
¢. Follow-up action noted where nacessary,
d. Excessive number of conferences in relation to complexity of case.

(e) Other
Il. Case Management Evaluation Factors

(a) Preliminary Review Consistent with |RM 8221
(1) Did case constitute a premature referrgl?
(b} Prompt Conference
(1) Early conference offered consistent with complexity of case and Appeals Officer's workioad
(c) Expeditious Follow-up
(1) Prompt inquiries regarding promised information
(2) Significant time lags between case activity
(d) Prompt Decision and Writeup
(1) Decision reached soon after all the final conferences and all facts are in. .
(2} Writeup completed shortly after agreement is secured keeping in mind complexity of case
and Ap&eals Officer's workload.
(e) Other :
(1) Case appropriately graded.

MT 8-64 IR Manual
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8(23)00 Records and Reports page 8-338
‘ {2-10-82)

Exhibit 8(23)00-2

Random Sampling Procedures for Regional Post Review ¢

(Refarence: IRM B(23)63.(3)()} and IRAM 8(23)63.(4)(C))

These procedures are fumished for selecting closed work units in each Appeals Office to be included
in the lgogionmlw Post Review,
Regional Office Procedures

(2) The region projects the total number of Appeals work units expected to be closed for the
coming year, The previous mynmr's waork unit data may be used as a guide for this projection. An
adjustment may be applied if special circumstances are expected to affect the work unit data signifi-
cantly within the region.

(b) Using the projected number of Appeals work units to be closed, refer to Table 1 in Exhibit
8(23)00-3 to determine the appropriate skip interval for the under $50,000 work units and for the
$50,000 and over work units.

(c) The random starts are furmnished annually to the region by the National Office prior to the
beginning of the fiscal year being sampled. A random start is furnished based on the number of work
units closed per annum similar to the schedule provided for the skip interval in Table 1, Exhibit
8(23)00-3 for work units undar $50,000 as well as for work units of $50,000 or more. .

(d} -Using the projectad number of Appeals work units 1o be cloged, refer to the random start
tumished by the N Office to daetermine the appropriate randorm start for the under $50,000 and
for the $50,000 and over work units. ‘

(e} The region provides the random start and skip intervals to each Appeals Office to be used in
selecting the work units to be post reviewed. The sampling process can be performed on a monthly,
quarterly or semi-annual basis at the discretion of the region.

Appeals Office Procedure
(a) Each Appeais Office establishes and maintains two logs; one log for work units closed under

$50,000 and another log for work units closed $50,000 and above.
(b) The work units closed are placed in the appropriate log and assigned a sequential number.

(c) Each Is Office selects work units for post review by applying the skip interval and random
start provided by the office to the appropriate log. The skip interval will remain the same for
the fiscal year. m start may vary depending on whether the region furnishes a new random

start on a monthly, quarterly, semé-annual or annual basis.

(d) For each log, group the work units closad in the month (quarter or six-maonth period if selecting
quarterly or semi-annuaily) including left over work units from the preceding month so that the number
of work units in each g\ruums equal to the skip interval. Remainder work units not in a complete group
are 1o be grouped in the following manth. '

(e} For each log, select the work unit corresponding to the random start for the month (quarter or
six-month period as the case may be) from each complete group of that month (quarter or six month
period as the case may be).
théﬂ Repeat l?e process described in (d) and (e} above each month, quarter, or six-month period as

case may be,

(g) Example: For log 1 the skip interval is 7. For the first month the random start is 5 and for the
second month the ru:gom start is 3. Assume that 38 work units are closed in the first month and 41
work units are closed in the second month for a total of 79 work units cloged in the first two months.

(1) Selection for the first month—The work units have been numbered 1 through 38 according to
(b) above. Group the work units according to (d) above into the following groups 1 through 7, 8
through 14, 15 through 21, 22 through 28, and 29 through 35. The remainder units 36, 37 and 38 are
to be grouped in the next month. Select for review according to (e} above the 5th, 12th, 19th, 26th,
and 33rd work units for the first month,

(2) Selection for the second month—The work units closed up to the end of this month have
bean numbered 1 through 79 according to (b) above. According to (d) above, groups for this month
are 36 through 42, 43 through 49, 50 56, 57 through 63, 64 through 70, and 71 through 77.
The remainder work units of this month are 78 and 7. According to (e) above, select the 38th, 45th,
52rid, 58th, 66th, and 73rd work units for the second month.

Processing Results of the Reglional Post Review

(a) To determine the overall settlement quality of the region, the post review data shall be surnma-
rized for each log lsting mm Office, the number of work units reviewed, and number of work
units found acceptable ing to the following format:

IR Marwat MT 8-64
(Next page is 8-338.1)
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8(23)00 Records and Reports pagé 8-338.1

Exnih‘" 8(2‘3]0‘0—2 cont_ {2-10-82)

Random Sampling Procedures for Reglonal Post Review
(Reference: IRM 8(23)63.(3)i) and IRM 8(23)63.(4)(c))

1. Provide a schedule of the results as follows:

LOG 1 LOG 2
Number Work Nurnbaer of Number of Number of
Appeals Units Work Units Work Units Work Units
ftice Reaviewed Acceptable Reviewed Acceptable
Total (ny) ) (ny) {x2)
2. Calculate n = n, + n,
L= x/n,
P, = X/,
where Ny, Xy, Ny and X, are the total obtained in 1 above

4, Calculate P = 0.75 P, + 0.26 P,

4. Determine the quality level using Table 2A for 85 percent confidence or Table 2B for 80 percert
confidence. If P'is less than the lower limit in the table, the quality is not acceptable with the specified
corfidence. If P is greater than the upper limit, the quality is acceptable with the specified confidence.
it P is between the lower limit and the upper limit, neither acceptability nor unacceptability can be

concluded with the confidence specified.
{b) The results of the Regional Post Review are included in the narrative report according to the

format set forth above as an attachment.

MT 8-64 IR Manual
{Next page is 8-339)
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METHODOLOGY USED TO ANALYZE

RANDOM SAMPLE OF APPEALS

CASE SETTLEMENTS

We selected a random sample of 577 individual and corporate
cases settled by the Appeals Division branch offices in Balti-
more, Cincinnati, and San Francisco during fiscal year 1979. The
sample was selected from a total universe of 1,778 settlements.
The procedures we used to collect and analyze data pertaining

to the settlements in our sample are described below.

DATA COLLECTION INSTRUMENTS

We requested that IRS provide us with the case administra-
tive file for each case in our sample. We collected information
from the files we received, and we had the appeals officer who
settled the case fill out a questionnaire related to how he or
she handled the case. For individual taxpayer cases, we also
sent guestionnaires to the taxpayers to obtain their thoughts
and perceptions on the settlements. Copies of the case file in-
strument and the two questionnaires are contained in appendices
IV to VI.

Case file data

We incorporated IRS guidance on appeals procedures and tech-
nigues into a manual and developed a data collection instrument
for recording the results of the settlement and other information.
We tested the instrument and the manual on actual cases and modi-
fied them where appropriate. All the members of our audit team
attended training sessions on the use of the manual and the in-
strument. Once we started our review, questions relating to ei-
ther the instrument or the manual were centrally answered and
each location was notified by phone and in writing of any further
changes. If required, we reevaluated cases already completed in
light of the approved modifications. GAO staff supervisors or
another of our employees compared the information recorded on
each instrument with the related case file and signed off on the
accuracy of the recorded information.

Our staff members who had overall responsibility for the
review visited each location and reviewed cases for conformance
to the manual. When data collection was completed, the informa-
tion was keypunched. The resulting data base was verified and
checked for logic errors using machine and manual edits.
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Questionnaire data from appeals
officers and taxpayers

From discussions held with IRS employees during the initial
phase of this assignment, we developed two questionnaires. One
was designed for taxpayers who initially disputed the results of
an audit and ultimately agreed to a settlement at the Appeals
level. The other questionnaire was designed for the appeals of-
ficer who settled the case.

We pretested the questionnaires by administering them to
selected taxpayers who had appealed prior audits and to appeals
officers and other IRS employees. We asked for their comments
and opinions about the questionnaires, and we discussed their
answers with them to see if they understood the questions and
what the answers meant. As a result of the information gathered
during the pretest, we modified the two questionnaires and deter-
mined that the taxpayer questionnaire would only be sent to in-
dividuals. The appeals for the corporations we pretested were
generally handled by someone other than the taxpayer, and at-
tempts at getting responses were unproductive.

A GAO staff member reviewed each completed questionnaire
for completeness and determined whether or not the respondent's
answers indicated an understanding of the question. Optional
written comments were also reviewed to gain a better understand-
ing of the respondents' opinions. As in the case of the data
collection instrument, the responses were kKeypunched and the re-
sulting data base was checked to insure its accuracy.

METHODS OF ANALYSIS

We analyzed the computerized data bases we developed using
the chi-square test of independence and regression analysis to
determine the impact certain factors had on a given variable.

Chi-square

We used the chi-square test of independence to establish
the association between the variables tested. In interpreting
the analysis results, we used a confidence level of 95 percent.
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Regression analysis

We used regression analysis to determine what impact certain
factors had on a given variable. For example, can the variance
in the amount of disputed taxes IRS ultimately settled for be
explained in terms of certain characteristics of the case, such
as the adjusted gross income reported by the taxpayer?

PROJECTION OF SAMPLE RESULTS

In drawing our sample at each location, we treated the cases
as four groups: docketed and nondocketed individuals, and dock-
eted and nondocketed corporations.

The branch offices often handled too many cases of a given
type to allow us to examine every case. In these instances, we
used random sampling to select the cases we examined. For types
of cases where the total number was relatively small, we selected
all cases of that type for our review.

Our sampling plan called for taking 100 percent of the cases
when only a small number were in that category. Where we did not
take a 100-percent sample, we weighted the computerized data in
order to project the sample results to all the 1778 cases in
which agreements were reached with individual and corporate tax-
payers in the three branch offices during fiscal year 1979.

The following example illustrates our weighting methodology.
One branch office processed 413 individual docketed cases, of
which we selected 70. We calculated the weighting factor by di-
viding the universe size by the sample size (413/70 = 5.9).
Therefore, any observed condition about one sample case of this
type in this branch office can be projected to 5.9 cases in that
office. This approach was used to weight responses to the ques-
tionnaires as well as to the case file instrument.

Except where a 100-percent sample was used, our figures are
subject to some variation. Our major findings are expressed as
percentages. For this data we can project with a confidence
level of 95 percent, subject to a precision limit. The preci-
sions limits are shown in many of the tables in the report.

The universe, sample sizes, and weights for the four cate-

gories of cases we examined at the three branch offices are shown
below:
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San Francisco Universe Sample Weight
Individual docketed 413 70 5.9000
Individual nondocketed 559 77 7.2597
Corporate docketed 26 26 1.0000
Corporate nondocketed 72 27 2.6667
Cincinnati

Individual docketed 44 44 1.0000
Individual nondocketed 311 86 3.6163
Corporate docketed 5 5 1.0000
Corporate nondocketed 56 56 1.0000
Baltimore

Individual docketed 57 57 1.0000
Individual nondocketed 194 88 2.2045
Corporate docketed 8 8 1.0000
Corporate nondocketed 33 33 1.0000

Total 1,778 577

Income level categories of the individual taxpayers in our
sample taken from the three branch offices are shown below:

Adjusted gross income Percent
Low -~ §15,000 29
15,001 30,000 37
30,001 45,000 19
45,001 60,000 7
60,001 120,000 6
120,001 High 2
100

Corporate taxpayers were in the following asset levels:

Total assets Percent
Low -—- $100,000 14
100,001 500,000 21
500,001 1,000,000 15
1,000,001 10,000,000 35
10,000,001 100,000,000 10
100,000,001 High 5
100
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CHANGES TQ ADJUSTMENTS PROPOSED IN EXAMINATION

AS A RESULT OF SETTLEMENT IN THE THREE APPEALS‘BRANCH OFFICES

(PERCENT OF CASES)

(note a)
Original
Original Between 1-99% adjustment
adjustment of original sustained
Case reduced adjustment in full or
category to zero reduced increased Total
Individual
docketed 6 19 5 30
Individual
nondocketed 7 42 10 59
Corporate
docketed 0 2 0 2
Corporate
nondocketed 2 _6 1 9
Total 15 69 16 100

a/sampling error does not exceed + 0.5 percent for individual
categories or for totals.
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U.S, GENERAL ACCOUNTING OFFICE

APPEALS OFFICER QUESTIONNAIRE

FOR GAQ USE ONLY 3. Which of the following degrees or professional
certificates do you hold? (Check all that apply.)
R e I T T T I,
e —— ' (11-17)
wCase No. [ [ [ [ / ) 1. /[ / Member of the Bar
[ o L1-4) . -
Card No. / / ) 7
' (€)) . 2. [ 7 cea
What is the status of this case? l ——
[ (6) ' 3. [/ / Law degree
t R
: 1. [/ Completed ! 4, [ / Advanced degree - Accounting or Tax
1 — )
o _2: ,lt“i _Nfc_cfmglftfd ______ ' 5 / / Advanced degrees - Other
1NSTRUCTIONS 6. / / Degree - Accounting
As part of our Appeals study, we are — -
interested in learning about your opinions and 7. L/ Degree - Other
experiences in handling specific Appeals cases, 4, Did the Associate Chief provide technical

To do this, we have selected a number of cases guidance on this case prior to the settle-

at random from those closed in fiscal year 1979,

ment proposal? (Check one.) (18)
The process we would like you to follow is ——— .
to refamiliarize yourself with the contents of the 1. [ _/ Yes (Continue)
case file and then answer the questionnaire as —
Last 228 3 . 6
accurately and frankly as possible. Remember, 2. [/ No (Gotos6)
because this case was selected at random, the 5, Which of the following best explains why the

answers you provide us will be used to represent
those of other cases closed at that time, but
which we will not review,

Associate Chief got involved in the case prior
to the settlement? (Check one.) (19)

1. /_/ Requested by the taxpayer or

The questionnaire is designed with you in representative

mind; it will not require a lot of writing on

your part, Although the questionnaire must be 2 Yawi
answered in terms of the specific case from our T
sample, we have provided a space at the end for

You requested additional guidance
and/or instruction

any other comments about the case or the Appeals 3 /7T It was part of the supervisory case
process which you think are important. o review process
Throughout this questionnaire there are 8. /77 Other (Please explain.)

numbers printed within parentheses to assist
our keypuncher in coding responses for computer
analysis. Please disregard these numbers,

1. What is your grade?
L L7 -8
2, How many years have you been with IRS?

7T (9-10)
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1

6. From which, if any, of the following sources did you receive feedback on the guality of the
technical aspects of your settlement proposal on this case? If feedback was received, please
tell us whether it was oral or written and whether or not it was commendatory. (Provide complete
responses for each line where a yes is checked under '"Feedback Received".)

Feedback Was the Feedback Was the Feedback
Received Oral or Written? Commendatory?
Yes No Oral Written Yes Ho
List of Sources 1 2 1 2 1 2
National Post Review
(20-22)
Regional Post Review
(23-25)
Chief, Appeals Office
) P (26-28)
Associate Chief or Acting Associate
Chief
(29-31)
Other Appealsg Officer
(32-34)
District Examinatioun Division (includes
Review Branch)
(35-37)
Other
(38~40)

(If you did not have any yes responses to the feedback question, go to question 8.)

7. Consider the feedback you received on this case. In your opinion, to what extent, if at all, was
this feedback helpful? (Check one response for each line.)

&
ye 65 g /o
& Q'f" {;:’
/w“’é’ & )
. oLl L
Y S ¢ 2 3
1. In better understanding the
technical aspects of this casge? (41)
Z, In better understanding the
case management aspects of
this case? (42)
3. In better understanding how to
improve your future performance? (43)

8. To what extent, if at all, was the settlement altered by reviewing officials? (Check on%{43ne.)
1. 1::7 Little or no extent
2. /7 $mall extent

/ Moderate extent

&, [/ / Large extent

5. / A very large extent
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9. For the case as a whole, what role, if any, 10 n - : :

i Y . your opinion, which of the following best
do you fee} each of the following played in describes the reason this case was unagreed
causing this case to be unagreed at the out of examination? (Check one.) (52)
examination level? (Check one response for
each line,) Y. /[ 7 Causes related to the examiner

2, / _/ Causes related to the taxpayer or
his/her representative
3. / [ Causes related to factual or legal
complexity of the case (i,e., the
case involved a legitimate dispute
which properly was sent to Appeals
. for resolution)
1. Disagreement
over interpre~ 11. In your opinion,were there problems with
tation of the how the examiner handled the case which
facts or contributed to its being appealed?
issues involved (45) (Check one.) (53)
2, Failure to
agree on ap- 1. /7 Yes
pll?ablllty of (Continue)
rulings, reg- 2. /__/ Probably yes
ulations and/ e
or prior court i 3. / / \Uncertain
decisions (46) “~» (G ion 13)
3. Disagreement 4, / /] Probably no | o to guestion
over basis of
explanation as 5. [/ _/ VNo )

to why the tax
return was
changed 47
4, Disagreement
over accept-
ability of
written tax-
payer
documentation (48)
Disagreement
over accept-
ability of tax-
payer oral
statement cor
oral evidence (49)
6., Taxpayer be-
lieved the
amount owed
would be re-
duced enough
to be worth
the time and
effort to
appeal (50)
7. Other
(Specify.)

L%,

(51)
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12,

The following are some factors appeals
officers have given as problems causing
cases to leave Examination unagreed.
These factors deal with reasons for
unagreed cases which are primarily
attributable to the examiner, For each,
give us your opinion as to the extent,
if at all, each factor contributed to
this case being unagreed in Examination.
(Check one response for each line.)

Examiner's
manner an-
tagonized
taxpayer

(54)

Examiner did
inadequate
regseach to
properly in-
terpret or
determine
facts and

issues (55)

Examiner had
burden of
proof
misconcep=

tion (56)

Examiner did
not make suffi-
cient effort
to contact

the taxpayer (57)

. Examiner was

too strict
in refusing
to accept
aral

statements (58)

[= %
.

Examiner had
no incentive
to close the

case agreed (59)

~

Examiner did
not give
proper
consideratiof
of taxpayer's
gide of

dispute (60)

Examiner
presented
his position
poorly to

taxpayer (61)

Other

(62)

13.

14,

15.

16,

NOTE :

17.

18,

Appendix IV

Whether raised or wnot, did you identify a
new issue? (63)

1. /7 Yes (Continue)

i

~.

2. No (Go to questiom 19.)

Was the new 1ssue you identified actually

raised (made part of the case)? (64)
1. l::7 Ye: (Continue)
2. 1::7A No (Go to questiom 17.)

Enter the amount or estimated amount of the
additional tax liability (not amount of
adjustment) resulting from the new issue
raised? (65~73)

TR Y OO B A S A )

Which of the following best explains why you
raised the new issue? (Check only one.) (74)

1. 1::7 Meritorious grounds

2, 1::7 Certainty that Government would win
on the issue

3. 1::7 Impact on tax liability

4 Z::? Influence on voluntary compliance

5. /7 Lssue was in taxpayetr's favor

N

Other

Continue with question 17 only if you identi-
fied a new issue but it was not raised, If
all new issues you identified were raised, go
to question 19,

Enter your estimate of the amount of potential
additional tax liability (not amount of adjust-
ment) of the new issue you identified but did
not raise, (75-83)

VA S A Y S B |

Which of the following best explains why you
did not raise the new issue you identified?
(Check only one.) (84)

1. / _/ Grounds not sufficiently meritorious

2., / | Lack of certainty of fovernment
winning on the issue

3, [/ / 1Insufficient impact on tax liability

4, [/ 4 Little influence on voluntary
compliance

8 /7 Other
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19. Our discussions with IRS officials and other knowledgeable individuals have shown that the final
agreement reached with the taxpayer is the culmination of a complex decision and negotiation process.
We have identified some of the factors which Appeals Officers may consider in determining the final
settlement amount for any given case, Considering only this case, to what extemt, if at all, did
each of the following factors influence your decision to increase, decrease, or let the proposed
deficiency stand? For example, if voluntary compliance was an important influence in your decision
to sustain the examiner, the extent of influence would be recorded as being great or very great,
(Check one response for each line.)

1. Need to foster voluntary compliance

2. How the taxpayer or representative
cooperated/acted during audit and

appeal (86)
3. Potential for increasing judicial
workload (87)
4. Taxpayer's or representative's
audit and appeal history (88)
, L
5. Taxpayer's ability to pay (89)
6. Workload or time pressures (90)
7. Complexities of or difficulties
in establishing the facts (91)
8, Number of issues in dispute (92)
9, Taxpayer's or representative's
credibility (93)
10, Quality of the case as prepared
by examiner (94)
11. Complexity of the tax laws (95)
12, Hazards of litigation (96)
13, Amount of dollars in digpute (97)
14, Quality of the taxpayer's
documentation (98)
15, Representation or lack of
representation by the taxpayer (99)
16. Other
(100)

20, Was the taxpayer represented during any discussions at the Appeal level?
(101)

1. / / Yes (Co to question 22,)

/ No (Continue}

~
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21.

In your opinion, to what extent, if at all,
would a representative have helped the
taxpayer in the following areas? (Check
one for each line.)

1.

Providing tax-
payer a better
understanding
of the legal
aspects of

the case

(102)

Taxpayer's
case would
have been
better
organized
and/or
better
presented

(103)

Settlement
would have
been more
favorable
to the
taxpayer

(104)

. Other

(Please
specify)

22.

If you care to comment on any related

topics, please do. We are greatly interes

in your views.

Additional comments.
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Appendix V Appgndix \

U.S. GENERAL ACCOUNTING OFFICE

SURVEY OF TAXPAYERS WHO HAVE
APPEALED THE RESULTS OF THEIR TAX AUDITS

INTRODUCTION 2. Which of the following best explains why you
The U.S. General Accounting Office is an decided to handle your own audit? (Check one.)
agency of the Congress responsible for evaluating oS (M
Federal programs. We are interested in learning L. [/ Because of the cost
of your opinions of, and experiences with, the — . .
Internal Revenue Service (IRS) during the audit 2. /_/ Discussed issues with tax pro-
and appeal of your Federal income tax return and fessional and that was all the
noted in our letter to you, help I needed
Your name was selected at random from those 3. L::7 Believed I could deal with IRS
taxpayers whose returns were audited and who chose myself
to appeal the results of that audit, This —
questionnaire is numbered to aid us in our 4. Z*M/ Believed it would take less of
follow-up efforts and will not be used to identify my time
you with your responses in any report which we —
issue. 5. /__/ Never occurred to me to obtain
help
Throughout this questionnaire there are num~
bers printed within parentheses to assist our 6, [::7' Other (specify)
keypuncher in coding responses for computer
analysis. Please disregard these numbers.
Please complete and return the questionnaire 3. If you were to be audited again, would you, or
in the enclosed postage-paid envelope within 5 would you not, pay a tax professional, such as
days to: an accountant, lawyer, or enrolled agent, to

accompany you to the audit? (Check one.) (8)
William P. Johnston

Room 6126, GAO Building . 1. Lﬂ_/ Yes
441 G Street, N.W. o
Washington, D.C. 20548 2. /__/ Probably yes
Thank you for your cooperation. 3. Z::7 Undecided
4. /] Probably no
AUDIT PROCESS ——
5 / [/ ©No

The following series of questions asks about
your opinions and experiences during the audit which
resulted in your appeal.

1. Did you have a tax professional, such as an
accountant, lawyer, or enrolled agent, repre-
sent or accompany you to any of the meetings
with the IRS auditor? (6)

1, / / Yes (Go to question 3.)

Jv—

2. / [/ No (Continv )
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What role, if any, did each of the following
have in your deciding to appeal the auditor's
(Check

position that you owed more money?
one for each line.)

Appendix V

5. Overall, how satisfied or digsatisfied were
you with the courtesy and technical competency
of the auditor? (Check one for each attribute.)}

Disagreement
over the in-
terpretation
of the facts
or issues
involved

Failure to
agree on ap-
plicability
of rulings
and/or prior
court
decisions

Disagreement
over basis of
explanation
as to why the
tax amount
was changed

Disagreement
over accept-
ability of my
written docu-
mentation

Disagreement
over accept~-
ability of
my oral
statements

Believed the
amount owed
would be
reduced
enough to

be worth the
time and
effort to
appeal

Other
(specify)

" i

e

(9)

(10)

an

(12}

(13)

(14)

(15)

1. Courtesy

2. Competency 17

DISCUSSION WITH AUDITOR'S SUPERVISOR

Under IRS procedures, taxpayers sometimes
discuss any disagreement they have with the
auditor's supervisor. This series of questions asks
about your opinions and experiences with this stage
of the audit process.

6. Did you discuss the results of your audit with
the auditor's supervisor? (18)

1. / _/ Yes (Go to question 8.)

2. / No (Continue)

7. If no, which of the following best describes why
you didn't discuss your audit with the supervisor?

(Check one, then go to question 12.) (19}
1. j::? Was not told by the auditor that I could
2, 1::7 Thought it would not change matters

3 1::7 It was too much trouble

4. /7 other (specify)

8. Was your contact with the supervisor at a meeting
or by telephone? (Check one.) (20)

1. l::7 Meeting
2. L::? Telephone

3. / _/ Both meeting and telephone

9. When did contact with the supervisor first take .
place? {(Check one,) (21)

1. /77 Immediately following the audit

2. /77 At a different appeintment, reguiring
a separate trip

N

Other (specify)
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10. What role, if any, did each of the following 11. Overall, how satisfied or dissatisfied were you
have in your deciding to protest the position with the courtesy and technical competency of
of the auditor's supervisor that you owed more the suditor's supervisor? {(Check one for each
money? (Check ome for each line.) attribute.)

1. Disagreement T Preras )
over the in=- G wEEREEES (29)
terpretation
of Ehe facts 2 Vpéypgtency _ (o)
or issues
involved (22) APPEALS PROCESS

2. Failure to
agree on ap-~ This series of questions deal with your opinions
plicability and experiences with IRS's formal appeals process.
of rulings
and/or prior 12. In your opinion, which of the following best
court describes why your case was settled on appeal?
decisions (23) (Check one.) (31)

3. Disagreement 1. /7 1 was able to present information
over basis ‘ " not previously available
of explana-
tion as to 2. /7 1 believed it would be too costly
why the tax to continue
amount was
changed (24) 4, /7 T felt IRS was more willing to

4. Disagreement T compromise
over accept-

:2;%;2% goczz (25) 4 1::7' I did not want to go to court
Jmentation.. p—

5. Disagreement 5. / [ 1 felt the appeals officer explained
over accept- " the facts and issues better
ability of
my oral 6. / 7 1 felt that the appeals officer
statements (26) T listened to my side of the argument

6. Believed the
amount owed 7. /77 other (specify)
would be re- -
duced enough
to be worth
the time and 13. Did anyone in the IRS tell you of your right not
effort to to accept the settlement proposed at appeal?
appeal (zn) (Check ome.) (32)

7. Other .

(specify) 1. / _/ Yes (Go to question 16.)
— 2. /] No (Continue)
(28) -

14, Did you know that you had a right to reject the
settlement proposed at appeal? (Check one.) (33)

1. / 7 Yes (Go to question 16.)

2. f /[ No (Continue)
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How serious, if at all, were the cost and time

15, If you had known you could have rejected the 19,
proposed settlement at appeal, would you have? problems you incurred as the result of your
(Check ome.) (34) appealing? (Check one for each line.)
1. / _/ Definitely no
2. [/ [/ Probably no
3. /_/ Undecided
4, [ | Probably ves
5. /_/ Definitel
— Y yes 1. Time lost from
16, Overall, how satisfied or dissatisfied were work or business (40)
you with the following terms and consideratioms 2 T?a“el time ox (41)
of the settlement? (Check one for each line.) distance
3. Expenses related
to gathering
additional infor-
mation not sup-
plied at audit (42}
4. Expense for pro-
fessional tax
assistance re-
lated to the (43)
appeal
1 The dollar 20. Did you have a tax professional, such as an
amount of the accountant, lawyer, or enrolled sgent, represent
settlement (35) or accompany you to any of tne meetings with the IRS
7. IRS's final appeals officer? (44}
interpreta- J— 3
tion Ef the 1. /_/ Yes (Go to question 22.)
facts or — .
legal issues 2. [/ No (Continue)
involved (3g) R . .
. ich of the following best explains why you
21 Which of the foll best pl h
17, Overzll, how satisfied or dissatisfied were you decided to handle your own appeal? (Check one.)
with the courtesy and competency of the appeals —— (43
officer? (Check one for each attribute.) 1. [ _/ Because of the cost
2. [ [ Discussed issues with tax pro-
fessional and that was all the
help I needed
3, /7 Believed I could deal with IRS
myself
4. / [/ Believed it would take less of
my time
1. Courtesy 5. /_/ HNever occurred to me to obtain
(A7) help
2. Competency . —
P y (38) 6. /] Other (specify)
18. How satisfied or dissatisfied were you with the

(Check
(39)

time it took to get your case settled?
one. )

1. /] Very satisiied

2, 1::7 Generally satisfied

3 1::7 Neither satisfied nor dissatisfied
4. /] Generally dissatisfied

S. /_/ very dissatisfied

6. 1::7 Don't recall
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22.

23.

24,

25.

If you were to go through the appeals process
again, would you, or would you not, pay a tax
professional, such as an accountant, lawyer, or
enrolled agent, to accompany you to the appiié?

26,

(Check one.) )
1. 1::7 Yes

2. 1::7 Probably yes

3 [::7’ Undecided

4. [/ __/ Probably no

5. [ 7 Mo

Did you file a formal petition with the Tax

Court? (Check one.) (47)
1. /7 Yes (Continue)
2 7 v

(GO TQ QUESTION

3. /7 Don't remember 25)

Which, if any, of the following reasons best

explains why you filed the petition? (Check
only one.) (48)
1. / [/ 1 felt IRS would take my objections

to the audit more seriously

2. / _/ Time ran out on me and I had no other
choice

3. [/ _/ The notice I received from IRS (Notice
of Deficiency) said a petition should
be filed

4 !/ /[ The auditor and/or his supexvisor
suggested that I file a petition

5 /[ 1t was my understanding this was the
normal process

6. [ _/ Other (please specify) _

In some instances, it would be helpful if we
could discuss your answers with you. If you
would be willing to talk with us, please in-
clude your name and telephone number below.

(49)

36
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If you have any other comments, please use the
space provided below. (50)



Appendix VI
DCL FOR
APPELATE CASES
INSTRUCTIONS : 12.
1. Read the coding manual
2. Use blue or red pen or pencil
3. Make certain that all entries are clear and
legible
4. Right justify all dollar values to the nearest
dollar 13.
5. Enter case number where required
Prepared By:
Date:
Location:
Reviewed By:
v. / [/ [/ [/ /| GAO case number
1/1-4
2. [/ 0f 1/ cCard number
1/5-6
3. / [ / Latest tax year of return(s) under
1/7-8  appeal
bo f 4 4 4 L 4 T ] Adjusted gross
1/9-17 income/total assets 14,
5. /L 4 1 Amount of taxes
1/18-26 due as determined by
examining officer
6. [ /4 4 1 7 I [/ Amount of penalties
1/27-35 due as determined
by examining officer
7. f 4 4 What were revised
1/36-44 taxes as agreed to
at appeals level?
8. / /4 4 4 4 4 1 ] What were revised
1/45+53 penalties as agreed
to at appeals level?
Yr. Mo. Day
9. / /4 1 1] Date IRS sent notice
1/54-59 to taxpayer regarding
start of the audit
1. / /4 V7 L Date case transmitted
1/60-65 to Appeals Division
We [ 4 0L LS Date supporting
1/66-71 statement prepared
15.
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Was contact established with the tax-

1/72 payer or representative prior to appeal?
1. Yes
2. No

/__/ Check the highest level of contact
3 attained during audit.

1. Personal interview

2. Phone call during which issues were
discussed

3. Letter from taxpayer discussing
audit issues

4. Phone calls to set up interview

5. Confirmation of receipt of IRS
letter

7. Not applicable

8. Other contact (specify)

If no contact made, which of the following
ways did the examiner attempt to make contact?
(Check all that apply.)

|

/ _/ Correspondence to residence
1/74
/__/ Correspondence to place of employment
1/75
/__/ Phone call to residence
1/76
L::7 Phone cail to place of employment
1/77
/ [ Other (specify)
1/78
1. Yes
2. No
7. Not applicable (answer to prior
question is not 7)
/ [ Does file indicate taxpayer was reluctant
1/79 to meet with the examiner?
1. Yes
2. No
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16.

17.

18.

19.

2%.

22,

/ /| How many issues were determined by 23.
1/80~-81 the auditor at the end of the exami-
nation?
[/ Of the total issues determined by the
1/82-83 examiner in question #16, how many
were agreed to by the taxpayer as a
result of the audit?
/ [/ / Of the total issues actually in dispute
1/84~85 at the appeals level, (question #16
minue question #17), for how many
issues did the appeals officer sustain
the examiner's position in full?
/ /| Was the taxpayer's position documented by
1/86 the examiner's workpapers?
24,
L. Yes
2. HNo
/ | Where taxpayer's position was not documented,
1/8 does examination file indicate an attempt
was made to obtain the information?
1. Yes
2. No
7. DNot applicable (taxpayer's position
was sufficiently documented, or con-
tact was not made)
/ / 1s the reason for disagreement best
1/88 explained by legal or documentation 25.
problems?
1. Legal
2. Documentation
/ ] Do the files indicate that the examiner's
1/89 group manager or designee had contact with
the taxpayer to try and resolve the
issues? 26.
1. Yes - issues were discussed
2. Yes - offer was made to discuss issues
but declined by taxpayer or
designee
27.

3. No - attempts were made but no contact

4, No - file does not indicate any effort

to contact taxpayer

88
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N

Does file indicate that any issues

disputed by the taxpayer were changed
as the result of the group manager's
review or contact with the taxpayer?

—
-~
w0
o

1. Yes - changed through review

2. Yes - changed due to taxpayer
contact

3. Yes ~ some changed for each reason

4, Yes - but files not always clear
as to reason

5. No

Which of the following types of contact did
the group manager have with the taxpayer?

/ / Telephone
1791
/] Interview
1792
/[ Mail
1793
1. Yes
2. No
7. Not applicable (no record of contact)
/ /| Was the taxpayer represented while his
1/94 case was being handled by Examination
(before it went to Appeals)?
1 Yes
2 No
7. Not applicable (no contact}
/7 Does the file indicate the Exam Division's
1/95 Review Staff looked at the case?
1. Yes
2. No
/7 Does the file indicate Review Staff
1/96 returned the case to the examiner for

further work on unagreed or new issues?

1. Yes - further audit work on unagreed
issues

2. Yes - further audit work on new
issues

3. Yes ~ further audit work on unagreed
and new issues

4. Yes - procedural reasons only on

unagreed or new issues

5. MNo - case not returned for unagreed
or new issues

Not applicable
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Appendix VI
.
28. [/ J Does the file indicate that any issues 32. / / Was deficiency changed by appeal?
1797 disputed by the taxpayer were changed 17105
as the result of evaluation by Review? 1. Yes
1. Yes 2, No
2. No 33. Which of the following reasons were cited by
the Appeals Officer for changing the
7. Not applicable deficiency?
29. / [/ 1f case was returned to Exam by Appeals, /" / New or additional documentation
1798 what was the reason? 17106 supplied
1. Appeals determined that case was / / Hazards of litigation/mutual concession

i

not properly developed 1/107
2. To evaluate new documentatiocn or / [/ Technical problem in Exam's development
facts provided by the taxpayer 17108 of the case
3. Both of the above reasoms /_/ Change in legal situation subsequent to
1/109 completion of audit (new law or court

4. To perform exam since taxpayer ruling or change in Serviece's position)
avoided audit

/7 HNew issue raised
7. Not applicable (case not returned 17110
to Exam)
/ / Oral testimony deemed acceptable
9. Unknown (file indicates case returned 17111
to Exam, but reason is unknown)
. / /| Between year adjustments cf tax or
30. Do the files indicate that any of the following 17112 return items
methods of feedback were provided by Appeals
to Exam on the settlement? /7 / Penalty was dropped
J— 1/113
/ _/ Exam attended appeals conference
1/98 /__/ Revised findings by District Director
p— 1/114
/ _/ Exam received copy of 5402
1/100 /[ _/ Appeals interpreted fact or law
— 1/115 differently than Examiner
/_/ 5380 prepared (applicable only if settle-~
1/101 ment was less than 30 percent of $10,000 /7 Other
in proposed tax; if not, answer 7, not 17116
applicable)
L::T Other correspondence to Exam
1/102

1. Yes (see below)

!

Files indicate discussion with Exam

~

—
~~

—

f=1
L
[a5

No

1. Yes 7. Not applicable (deficiency not
changed)

Basis for Yes responses:

7. Not applicable (use 5380 only)

!

31. / / 1f condition for issuing a 5380 were
17104 met but Appeals did not prepare the form,
was it because of litigating hazards? -
1. Yes R T e
2, No - T T

7. Not applicable (5380 was issued or
was not applicable)
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34. Do the files indicate that any of the following 38. [/ [/ What best explains why the new issue was
methods were used by the Associate or Acting 1/124 raiged?
Associate Chief of Appeals in reviewing
this case? ’ 1. Meritorious grounds
/ ] Preparation of formal evaluation 2, Certainty govt.'s position was correct
17117
s . 3. Impact on the tax liability
[/ _/ signing the Appeals Transmittal (5402)
17118 4. Positive influence on voluntary
compliance
/] Comments om Form 5573, Inventory Control
1/119 card 3. 1lssue was in taxpayer's favor
/! / Other 6. Multiple factors above cited as
1/120 equally important
7. Not applicable; issue not raised
9. Unknown, file is silent as to why
1. Yes issue raised
2. Wo 39, L L 1 1 [ [ [ [ [ / Enter dollar

1/125-133 amount of new issue
if actually raised
Enter 999999997 if not applicable

35. / / Does file indicate that new issues were
17171 or could have been raised by Appeals? 40. /77 Was taxpayer represented during the
1y 1/134  appeal?
. Yes
. . 1. Yes
2. No (if checked Question 36 to 39,
should be coded as not applicable) 2. No
——r . s . 9
36. /[ / Were the issues raised with the taxpayer? 41. TIf you have any comments on this case which
1/122 may prove helpful to the reviewer, please
ote them below.
1. Yes - all of them i em below
2. Yes - at least one of them (explain
why issue(s) was not raised in space
below and continue to next question)
3. No - (explain why in space below then
code questions 37 to 39 not
applicable)
7. Not applicable
Explain
37. 7 Does file indicate Associate Chief

!
17123 approved raising the new issue prior to
discussing it with the taxpayer?

1. Yes

2, No

7. Not applicable
42. [/ Type of Audit

1/135
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TWENTY-FIVE VARIABLES GAO USED TO MEASURE

EFFECTS ON PROPOSED ADJUSTMENTS

Variable

Disagreement over inter-
pretation of the facts or
issue involved

Failure to agree on
applicability of rulings,
regulations, and/or
prior court decisions

Disagreement over basis
of explanation as to why
the tax return was
changed

Disagreement over
acceptability of written
taxpayer documentation

Disagreement over
acceptability of taxpayer
oral statement or oral
evidence

Taxpayer believed the
amount would be reduced
enough to be worth the time
and effort to appeal

Need to foster voluntary
compliance

Complexities of or
difficulties in establish-
ing the facts

Taxpayer's or representa-
tive's credibility

21

CROSS REFERENCE TO GAQ
DATA COLLECTION INSTRUMENTS

Appeals officer questionnaire

(see appendix 1V)
Question No. 9-1
Question No. 9-2
Question No. 9-3
Question No. 9-4
Question No. 9-5
Question No. 9-6
Quegtion No. 19-1
Question No. 19-7
Question No. 19-9
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Appeals officer gquestionnaire

Variable (see appendix IV)
10. Quality of the case as Question No. 19-10
prepared by examiner
11. Complexity of the tax Question No. 19-11
- laws
12. Hazards of litigation Question No. 19-12
13. Case unagreed out of Question No. 10-1

examination due to
examiner-related causes

14. Case unagreed out Question No. 10-2
of examination due
to taxpayer or
representative-related

causes
DCI for appellate cases
(see appendix VI)
15. Of total issues deter- Question No. 17

mined by auditor at the
end of examination, the
number agreed to by
taxpayer as result of the

audit
16. Appeals officer changed Question No. 33
deficiency because new (1/106)

or additional documenta-
tion supplied

17. Appeals officer changed Question No. 33
deficiency because of (1/107)
hazards of litigation or
mutual concession

18. Appeals officer changed Question No. 33
deficiency because appeals (1/115)
interpreted fact or law
differently than examiner

19. Taxpayer represented Question No. 40
during the appeal
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Variable

20. Adjusted gross income/
total assets

21. Amount of taxes due as
determined by examining
officer

22. Time difference between
the date case transmitted
to Appeals division and
date supporting statement
prepared

23. Difference between number
of issues determined by
auditor at end of exam
and number of issues
agreed to by taxpayer as
result of audit

24. Percent of issues not
agreed to by taxpayer
not sustained

25. Percent of issues not
agreed to by taxpayer
sustained

(268091)

74,8, GOVERNMENT PRINTING OFFICE: 1982-361-843:2174
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DCI for appellate cases
(see appendix VI)

Question No. 4

Question No. 5

Question Nos. 10, 11

Question Nos. 16, 17

Question Nos. 16, 17, 18

Question Nos. 16, 17, 18
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